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ABSTRACT 



The objective of this research is to examine how vocational 
proprietary schools function by analyzing the schools as an industry 
arid by treating the proprietary school as an economic entity* To this 
end, several aspects of proprietary schpols, are analyzed: the stability, 
profitability, and general fiscal characteristics of the industry; the 
mechanics of market structure and operation within a sub sector; the 
effect of labor market conditions on the demand for proprietary school 
training; the responsiveness of a proprietary school to changing market 
conditions and changing technology; and the influence on a school of 
the recent and rapid expansion of a community college offering similar 
courses;. 

The absence of a disc ernable relationship between tuition and 
quality of training within one sub sector of the industry may stem fiom 
the partition of the sector into local markets by strong ethnographical 
and geographical constraints and by a lack of comparative information 
about training opportunities. However, demand for training is related 
to a number of standard measures of labor market conditions as well 
as to some unique measures. The ability of the proprietor to perceive 
these changing conditions and to adapt the school's resources to meet 
them is all important in maintaining a viable operation. The preponderance 
ox evidence indicates that commuhity colleges have a detrimental effect 
on proprietaiy schools. 
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CHAPTER I 



INTRODUCTION 



As the nation's student body has expanded to include 
the "new" student ^1 increasing curricular emphasis has been 
placed on vocational education^ and the proprietary school^ 
long ignored by educational policymakers or relegated to a 
peripheral role in the overall educational system^ has been 
one of the post- secondary institutions benefiting from the 
growing demand for training opportunities. 

The Second Newman Report in discussing the implications 
of egalitarian commitment for education purposes stated that 

public policy . . . should encourage much more than 
just access to some institution labeled "college." 
What we believe is_ an appropriate goal of public 
policy beyond that of access^ is the provision for 
more meaningful choices ajnong many forms of post 
secondary education . . . (especially) . . . for 
those whose educational capabilities and interests 
do not square with the existing institutions.^ 

With increasing educational costs and with educational 
goals shifting from objectives of access to ones of choice^ 
proprietary schools are receiving more attention. Determin- 
atioh^ however 5 of the role proprietary schools should play 
in the educational system is not possible until we know more 
about these schools^ their students and operations. The 
ol^ective here is to increase our understanding of vocational 



Cross^ P. K.5 Beyond the Open Door . San Francisco: 
Jos s ey- Bos s 5 1 971 . 

2 

The Second Newnian- Report; National Policy and 
Higher Education ^ Report of a Special Task Force to the 
Secretary of Healthy Education^ and Welfare. Cambridge^ 
Mass.: The MIT Press^ 1973^ p* 6. 



proprietary schools and how they function by analyzing the 
schools as an industry and by treating the proprietary school 
as an economic entity* As the nation examines its educational, 
priorities and resources, it is crucial for future planning 
that we not assume the proprietary school sector to be simply 
a private version of public vocational education, but recog- 
nize that its functions and responses may be unique. 

TO this end, we examine how the schools, as 

private, profit-motivated firas, respond to a number of 
factors, all of which have implications for their operations 
and eventual survival. In one or more situations we 
examine how labor market conditions alter the demand for 
proprietary school training, how a proprietary school responds 
to changing market conditions and adapts to changing technology 
and how another school is affected by the recent and rapid 
expansion of a community college offering similar courses. 
Finally, we examine the mechanics of market structure 

and operation within a subsector of the proprietary school 
industry. Our overall objective is to explore facets of the 
proprietary school behavior that may be relevant in cor- 
rectly assessing and planning for the sector's contribution 
to the educational system. 

Review of the Literature 

Relative to the amount of research available on other 
aspects of the educational system, studies of proprietary 
schools are few. Johnson's recent review of the literature 
contains most of these studies and because of her work 
duplication here is not necessary. Major types of proprietary 
school studies, however, should be mentioned, as well as a 
few particular studies that are most closely related to the 
research reported here. Most studies concerning proprietary 
schools can be classified into three categories. One group 
consists of descriptive studies or historical studies of 
individual schools or the industry, such as Clark and Sloan's 
Classrooms on Main Street , Miller and Hamilton's The 
Independent Business School in American Education ^ or Bolino's 
Occupational Education as a Source of Economic Growth . An- 
other group contains studies of proprietary schools which are 
essentially surveys: Belitsky's Private Vocational Schools 
and Their Students and Katz ' A State of the Art Study, on the 
Independent Private School Industry in the State of Illinois . 
A third group of studies are comparative in nature, examining 



1 

Johnson, Susan E., Proprietary Education; A Search 
of the Literature . Center for Research and Development in 
Higher Education, University of California, Berkeley, 
California, 1974. 



characteristics of proprietary schools and their students 
in relation to those of their closest counterpart in the 
public sector — community colleges and their students. Two 
of the largest- studies of this type are Wilms' Proprietary 
versus Public Vocational Training and the Comparative Study 
of Proprietary and Non-Proprietary Vocational Training 
Programs by the American Institutes for Research in the 
Behavioral Sciences, 

Analysis of the proprietary school as a business 
enterprise has been quite limited. Two studies consider 
proprietary schools from an investment point of view. 
Freeman shows that the private rate of return to an individual 
investment in priva.te post-secondary vocational training is 
comparable to the return achieved on college education.-^ 
O'Neill's study of naval training costs indicates that the 
private school sector can perform certain training tasks at 
substantially less cost than the military and without 
compromising quality.^ The only study that treats the 
proprietary school as a business is by Erickson who describes 
the operations of several individual schools, points out the 
competitive market in which a proprietary school operates, 
and reviews considerations that are required in adjusting 
costs and revenues. 3 

While these studies are important, they are only 
initial probes into the role and operation of proprietary 
schools. We know of no previous attempt to analyze intra- 
market behavior, the stability of the schools' existence 
or flexibility of operations under fluctuations of the labor 
market or development of potentially competitive public 
institutions. 

Scope of Research 

The analysis in this research uses several distinct 
perspectives on the proprietary school industry and several 
different sets of data. The research includes time and area 



Freeman, Richard, "Post-School Investments in 
Occupational Training," October 1972 (mimeo). 
2 

O'Neill, D. M. , "Meeting the Navy's Needs for 
Technically-trained Personnel: Alternative Procurement 
Strategies," CNA Research Contribution No. 155, Institute 
of Naval Studies, Center for Naval Analysis, V/ashington, 
D.C., August 1970. 

Erickson^ E. W, , "A Report on Proprietary Business 
Schools," October 1971 (mimeo). 
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studies, using longitudinal and cross sectional data. At 
one point a subsector of the industry is analyzed in aggre- 
gate, at another point the individual school is the unit of 
analysis. Parts of the research may be described as 
descriptive, analytical, and theoretical, but only by inquiry 
from several points of view can a comprehensive understanding 
of the function and role of the industry emerge. 

. This chapter offers a brief mention of 
other relevant literature, a summary of subjects developed 
in other chapters, and a statement about the quality of data. 
Chapter II contains extensive information on the financial 
characteristics of a sample of vocational proprietary schools 
as wein. as an examination of the diversity and profitability 
of proprietary schools and the institutional stability of 
certain subsectors of the industry. 

Chapters III and IV are both micro studies of 
individual schools but address separate issues. The central 
question in Chapter III is the relationship between a 
proprietary school and a community college offering similar 
training. Earlier studies have cited reasons to suppose 
either a competitive or a complementary relationship should 
exist between the two types of institutions, but none have 
yet tried to identify the relationship itself or measure its 
impact in terms of shifts in student populations* The ques- 
tion examined in this chapter has considerable bearing on 
the issue of duplication of services between public and 
private institutions, and by extension on the issue of 
allocation of educational resourced. 

Chapter IV deals with the responsiveness of a 
technical proprietary school to various changes — some beyond 
the school's control and others over which the school has 
decisive influence. The importance of wages, unemployment, 
training costs, and industrial demand for technicians to 
demand for training is analyzed, and the position that the 
school occupies in serving student and industrial demand is 
examined theoretically. Several unique labor market 
conditions are evaluated in terms of their influence on the 
school's operations, and an examination is made of the 
development and the consequences of school decisions to 
change its product mix. This chapter provides some specific 
insights into a proprietary school's responses to economic 
considerations and elucidates the sensitive position occupied 
by a school that operates on the frontier of technological 
change. 

Chapter V is a time and area analysis of the largest 
single subsector of the industry — cosmetology. The first 
part of the chapter contains an analysis of the elements of 



demand for cosmetology training, an analysis of the nature 
of supply adjustments, and a short exposition of the relation- 
ship between proprietary cosmetology training and cosmetology 
training offered in public institutions. The second half of 
the chapter is an analysis of the structure and functioning 
of the market. 

The last chapter summarizes the major findings of 
the research by consolidating the important themes that 
appeared throughout the research, although often through 
different means, and discusses the implications of the 

results for educational policy and in light of 
other current developments in related educational research 
and policy. 

Quality of Data 

Research involving private enterprises is often 
hampered by owners' reluctance to provide the data sought 
by researchers. Understandably, fims may feel that the 
research is a waste of their time or that disclosure may 
give away *'trade secrets" or may simply not have the data. 
The American Institutes for Research comparative study of 
proprietary and non-proprietary school training reported 
that ''All the interviewed school directors stated that they 
would be unwilling or unable to provide a detailed break- 
down in dollar amounts of sources of their income or of 
categories of expenditures."! Whatever the reason, making 
such data public is not an obligation of private institutions 
as it often is of public institutions and therefore the 
difficulty of obtaining sufficient and reliable data from 
private firms often renders the findings useless to many 
research efforts or subject to extreme reservations. 

The data in this research come from several sources 
and although they are not always the exact data that would 
be sought if the world existed for research, they are often 
complete, unbiased by self- reporting, and, in spite of 
v/hatever shortcomings they have, are the best that exist at 
the moment. 

Data on school enrollments and .the number sitting for 
and passing the state licensing examination for the cosmetology 
industry were obtained from records maintained by the Illinois 



American Institutes for Research in the Behavioral 
Sciences, A Comparative Study of Proprietary and Non- 
Proprietary Vocational Training Progrstms . Palo Alto, Calif.: 
November 1972, p. 2b. ' 
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Department of Registration and Education. Information on 
tuition and fees in the cosmetology industry was obtained 
directly from the schools: only three of eighty-one schools 
refused to provide this information. Vast amounts of 
financial data on an industry sample were obtained from 
required statements submitted to the Illinois Office of the 
Superintendent of Public Instruction, where the files were 
virtually open to the investigator. Although many entries 
on the financial forms were not completed, considering the 
progressiveness of Illinois' monitoring activities of 
proprietary schools, this body of data is probably more 
complete than most other bodies of similar data. 

In both of the micro studies the owners allowed full 
access to school records regarding all aspects the research 
required. Information was collected by the investigator 
from school records and was not compiled for the researcher 
by the school. 
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CHAPTER II 



AN OVERVIEW OP THE VOCATIONAL PROPRIETARY ^ 
SCHOOL INDUSTRY J 

if a prospective student were to open, the 197^ 
Chicago telephone directory to the section in the yellow 
pages headed "schools^" he would find twenty-six pages of 
listings^ a large percent of which could, Iposely^'be defined 
as "proprietary schools Between the listings for AAA 
Driving School and Zinser Training Center^ he could choose 
from schools specializing in everything from accounting to 
yentriloquism^. from a school owned by IBM to/a neighborhood 
cooking school. Perhaps the chief impression the student 
would receive is that the proprietary school industry is 
incredibly diverse^ and his impression would be justified. 
However^ this diversity of training opportunities is not 
viewed universally as a blessing. To somei this variety 
of schooling options in the private sector seenis' a strength^ 
complementing the established public system. -'To others^ 
the diversity represents an inherent "shadiness." Most 
likely the industry is neither^ on the one hand^ a panacea 
for problems of occupational training^ nor^ on the other^ a 
modern version of the traveling medicine show. Indeed^ the 
features of the industry^ except for vague impressions ^ are 
obscure. 

One characteristic^ however^ is immediately obvious. 
The proprietary school industry in Illinois' is a major source 
of post-secondary training. An estlm8.te of the total number 
of schools by type and the number of students attending them 
is given in Table 1. Prom these estimates we see that in 
1972 approximately 114^9^0 students were enrolled in resident 
training in some 5^3 schools^ to which we add approximately 
500^000 enrolled in forty-six home study schools. Five- 
sixths of the total enrollments are in the home study or 
correspondence schools^ some of which operate on a very large 
scale. The American School^ one of the nation ^s largest 
correspondence schools^ has annual enrollments of 50^000 
students. On a full-time basis there was an equivalent of 
65^000 resident students enrolled in Illinois vocationally 
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TABLE 1* 



ESTIMATES OF THE NUMBER BY TYPE OF ILLINOIS 
PROPRIETARY SCHOOLS AND THE NUMBER OF 
STUDENTS ENROLLED ANNUALLY 



Number of 
Schools 


Kind of Schools 


Annual 
Enrollment 


83 


Business 


24,900 


89 


Vocational (includes 5 truck 
driving schools) 


32,200 


30 


Self- Imp r ovement 


6,000 


46 


Home Study- 


500,000 


150 


Cosmetology 


15,000 


24 


Barber 


2,400 


1 


Mortuary Science 


240 


91 


Commercial Drivers Training 


27,300 


86 


Pilot Flight and Ground 


12,900 


589 


Total Number of Schools and 
Students Enrolled in Illinois 
Proprietary Schools 


6l4,94o 



Estimates in Table 1 presented by H, Katz, A 
State of the Art Study on the Independent Private School 
Industry in the State of Illinois ^ State of Illinois, 
Advisory Council on Vocational Education, May 1973^ chart 
7. p. 51. 
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oriented proprietary schools in 1972 and about the same 
number of vocational students in Illinois community colleges. 
There can be little question^ then^ of the importance of this 
sector in post-secondary training. 

The purpose of this chapter is to delineate* further 
the characteristics of the industry. Since a distinguishing 
feature of the proprietary school is its position in the 
marketplace^ we are particularly interested in the financial 
characteristics that mark the school as a business. 

Restrictions and Definitions 

regulatory agencies . — In Illinois several different 
agencies control proprietary schools. The Department of 
Trsuisportation of the Federal Aviation Administration controls 
pilot flight and ground schools. The Illinois Office of the 
Secretary of State regulates truck driving schools and non- 
commercial driving schools and the Illinois Department of 
Registration and Education licenses cosmetology^ barber^ 
and mortuary science schools. The balance — business^ trade 
and technical^ and others—is under the jurisdiction of the 
Office of the Superintendent of Public Instruction. The 
sample used in this chapter is limited to schools regulated 
by the Office of the Superintendent of Public Instruction 
(OSPI) because of the problem of data accessibility and 
because that agency covers the largest number and greatest 
diversity of schools. 

vocational . — "Vocational" is commonly considered 
synonymous \d.th ^'trade and technical" as used in the phrase 
"private business and vocational schools." However^ through- 
out this study "vocational" describes any school offering 
^ training that could be considered career training: modeling 
' schools^ for example^ are included as "vocational" since 
they undoubtedly serve as career training for some people^ 
although in general they might be considered avocational. 
Furthermore^ "vocational" is restricted to training for 
which a post-high school degree is not required. 

proprietary . — A proprietary school is privately owned 
but may be profit-oriented or non-profit. Because the 
number of non-profit schools^ as defined by IRS regulations^ 
is quite small and because these schools are often associated 
with trade or professional associations^ receiving support 
through association dues^ the non-profit schools are excluded 
from all analysis involving financial characteristics. 



Estimated from data provided in H. H. Katz^ A State 
of the Art Study on the Independent Private School Industry 
in the State of Illinois T State of Illinois Advisory Council 
on Vocational Education^ 1973> p. 51. 
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sample ^ — The sample includes those vocational 
proprietary schools under OSPI Jurisdiction^ located in the 
Chicago SMSA^ which ha^ received approval bv February 1973 
to operate for that year,-'- The sample of 147 schools is 
probably a conservative count of the total number of schools 
approved to operate in 1973 because schools that were late 
in filing applications could not be distinguished from , 
schools not intending to renew licenses and were therefore 
excluded* 

Structure of the Industry by 
Ownership 3 Tax Status ^ aiid 
Areas of Instruction 

The impression of diversity throughout the industry 
is suppprted by data given in Table 2 showing the schools 
categorized by ownership status. Stilly over 70 percent of 
the schools have omership concentrated in one person or in 
a few^ often related^ people. The balance consists of schools 
ov/ned by corporations (chiefly those whose primary business 
is other than education) • A different view of the structure 
of the industry by ownership (columns 3 through 5 of Table 2) 
shows that the single-owner schools have on the average only 
one-third the enrollment of schools that are subsidiaries of 
corporations (87 versus 289)^ but they attract 21 percent of 
total enrollment compared to 34 percent for the large corpor- 
ate schools. 

The large majority of vocational proprietary schools 
are profit-oriented: of the l47 schools in the sample^ only 
ten have been given tax-exempt status by the IRS. A similar 
majority exists with respect to the place of instruction. 
Over 80 percent of the schools offer resident training^ 75 
percent of them resident training exclusively. The balance 
are correspondence schools. 

Diversification v/ithin a number of schools is so 
extensive that no single category fully captures the essence 
of their training programs. Nevertheless^ to provide some 
approximate indication of the number of schools offering 
particular instruction^ each school v;as categorized according 
to V7hat v/as assessed to be its primary area of instruction. 
Considerable subjective evaluation v/as inevitable. A 
decision, to place a school in a certain category was made on 
the basis of what the investigator personally knew of the 
school^ what information was presented in the school's 
catalogue and in the records maintained by OSPI. 



A namber of seasonal tax schools^ namely the H. & R. 
Block school v;ith its numerous branches* were excluded. 
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Table 3 gives the number and percentage distribuoion 
of the schools according to the primary area of instruction 
in each school. Diversity again is striking. Trade and 
technical schools and business and secretarial schools^ often 
considered the main substance of the proprietary school 
industry^ are clearly the two largest single groups of schools^ 
but together they constitute only 35 percent of the total 
number. The next largest group^ the data processing schools^ 
are only half as numerous as the trade and technical schools • 

TABLE 3 

VOCATIONAL PROPRIETARY SCHOOLS CATEGORIZED 
BY PRIf^ARY AREA OF INSTRUCTION 



Primary Area 


Number Percentage 


of Total 




Schools 



Tradi. and Technical 28 19.0 

Business arid Secretarial 23 15.6 

Data Processing 13 8.8 

General Education 11 7.5 

Applied Arts 10 6.8 

Modeling 10 6.8 
Public Services (Law Enforcement^ 

Detective^ Broadcasting) 8 5.^ 

Health Related h 2.7 

Transportation k 2.7 
Public Relations (Leadership^, 

Salesmanship) 4 2.7 
Mscellaneous (Cooking^ Dog Grooming^ 

Real Estate^ Travel Agency ^ 

Bartending^ etc.) 32 21.8 

Total 1^7 99.8^ 



^Rounding error. 



Along v/ith the data processing schools and comprising approx- 
imately the same percentage of tha total are schools providing 
general education^ public services^ applied arts^ and 
modeling. The bulk of the remaining 30 percent consists of a 
gamut of limited demand schools — from cooking to dog grooming 
to bartending to ventriloquism. 

Several features of the industry are more apparent. 
Most of the schools are profit-oriented and restrict training 
to resident students. Ovmsrship of the schools is distributed 
among single ov/ners^ small groups^ and large parent corporations • 
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Measures of Size- 



Another perspective from which to view the industry 
is to assess- its size^ in tenns of assets^ income^ enroll- 
ment ^ and profits^ characteristics relevant to the operation 
of the schools as an industry. In addition to figures 
presented for the total sample^ comparisons are made among 
five subsectors of the industry: trade and technical^ 
business and secretarial, data processing, general education, 
and a miscellaneous group containing the balance of the 
schools. For convenience, this fifth category will be 
referred to as '^specialty*^ schools. 

To insure some comparability among groups, the sample 
was restricted to schools for which adequate information 
existed and which (1) were licensed for 1973 by February of 
that year, (2) had a tax status that was not non-profit under 
IRS provisions, (3) was not exclusively a correspondence 
school, and (4) had financial data that^ referred to the school 
itself and not to a parent corporation, FurtheiTnore, because 
of frequent extreme values among the variables, mean values 
are often misleading j thus, median values are usually more 
appropriate measures for making inter-group comparisons. 
Unless specified, "average" and "typical" refer to the median* 

Although there is considerable variation in th^ total 
assets of schools, fully half operate with assets of $30,000 
or less, and 21 percent have assets of $10,000 or less. The 
financial ease v;ith v/hich a prospective school owner can 
enter the industry has undoubtedly been a major contribution 
to the characteristic of industry flexibility. 



Many of the large corporate-ovmed schools submit 
annual reports of parent corporations. Exclusion of these 
schools probably has a dovjnv/ard bias on the average size of 
schools in comparisons including financial data. 

Two other sources of possible bias are (1) the date 
of the fiscal report from v;hich the financial data is ob- 
tained, and (2) the interval of time covered by the financial 
statement. All applications are made for 1973. The 
financial statements are for the most current year, but be- 
cause of different fiscal years some schools submit statements 
with recent dates and others submit statements that are a year 
old or more. No attempt is made to adjust figures to a 
specific point in time* Also, the interval of time covered 
in the financial statements ranges from one to twelve months. 
Income and expenditures are assumed to, be distributed evenly 
throughout the year and are adjusted to an annual basis. 
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Table k shows that the distribution of schools by 
assets is highly skewed to the rights largely due to the 
large number of specialty schools that apparently require 
little capital outlay. The sharpest contrast is between the 
trade and technical schools^ vath average assets of $96^^000^ 
and general education schools^ with assets of $20^3o6'. In 
factj the mean amount of the assets of a trade and technical 
school is nearly five times as much as for a general education 
school. Undoubtedly the assets reflect the greater equipment 
costs required for training in technical fields. A compari- 
son with business schools^ which have about the same level 
of enrollments^ suggests that more than half of the trade 
and technical schools^ physical assets may be in equipment. . 
The estimate is diminished slightly if we assume that 
necessary space per student is greater in trade and technical 
than in other schools. 

Data processing is another field in v/hich equipment 
costs could be high because of expensive computer facilities. 
Hov/ever^ the difference between the mean ($86^100) and median 
($29^300) suggests that probably a few large schools may own 
their computers v/hile the majority lease computer facilities. 

The typical school annually receives $79^500 in 
income from tuition and miscellaneous soui^ces. The differ- 
ences between mean and median income for trade and technical 
schools and for data processing schools again indicate that 
each of these groups probably has one or two very large 
schools. Stilly the average trade and technical school 
operates with revenues tv/ice as large as the average for all 
schools and nine times as large as the typical data processing 
school. 

A comparison of income with assets shows that a large 
amount of capital is not necessarily required to generate 
considerable income. Income is greater than assets ^ and 
generally twice as much for all schools except the data 
processing schools. These computer schools have in the last 
fev7 years undergone a contraction in their numbers^ follovring 
the rapid expansion of the '^glamour" field in the 196o»Sj and 
the low income/asset ratio may reflect general economic dif- 
ficulties that these schools are novi experiencing. In contrast 
the highest income/asset ratio is in the general education 
school^ v^here average assets of $20^000 generate income of 
$70,000. 

Table 3 shov/ed that the trade and technical and the - 
business ^and secretarial schools together compose a smaller 
portion o^ the total number of schools than is generally 
thought. The impression of dominance is not completely un- 
justified, hov/ever, for although the trade and technical 
together with the business and secretarial schools comprise 
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35 percent of all schools (in this sample), they earn 60 per- 
cent of all school income and enroll 73 percent of all students. 

Of 111 schools, twenty had no students enrolled at the 
date of reporting; for the other 91 schools average cnroiamont 
was 78. Although the largest schools are found in the trade 
and technical group, data processing schools have, on the 
average, the largest enrollments. The average data processing 
school has about 175 students j business schools, the category 
with the second largest average enrollment, have about 25 
fewer students thcin the data processing schools. Specialty 
schools, the largest group, are quite small, generally enrolling 
only 50 students. Although there is a statistically significant 
difference between the mean size of trade and technical schools 
and specialty schools, the strong skewness in both distributions 
diminishes the importance that v/ould normally be attached to 
the statistical ,difference. 

Perhaps the only interesting observation to be made 
about the profit averages-^ alone is that there is no significant 
difference in average profits among all groups of schools, al- 
though at the medians the schools giving general education reap 
the largest profits. Contributing to this situation is probably 
the minimal overhead costs of training, since no expensive 
equipment or particular technical expertise is required to 
teach basic education skills. The lowest profit average is 
found in the data processing group, suggesting again the current 
contraction vdthin that sector. 



Because the figures refer to current enrollments, 
some of those schools reporting zero enrollment may have had 
students at other times during the year or may be schools just 
opening. 

2 

Enrollment figures were taken from the application 
forms each school files with OSPI. The figures are current 
enrollment. With only the school's aggregate enrollment given 
it is not possible to determine the distribution of students 
among various programs v;ithin a school. Furthermore, without 
that information it is futile to estimate annual enrollment. 

3 

Profit figures may not accurately measure the relative 
prosperity of a school for tv/o reasons. First, profit maximi- 
zation may not be its primary goal. A school seeking growth 
may spend its v;ould-b3 profits on equipment or expanding school 
capacity. Second, tha ovmer of a school may v^^ithdraw profits 
in the form of salary. If he pays himself less during bad 
years and more during prosperous years, the true volatility of 
profits v;ill be dampened. 
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These rough measures of size — assets^ income^ enroll- 
ments ♦ and profits — suggest a market ^ like most retail markets^ 
in which the characteristics of the sector largely determine 
the relationships among the financial data. There is no clear 
relationship between the measures of size in this sample of the 
industry: the large assets and income of the trade and 
technical school do not guarantee large profits or the 
largest average enrollment. Rather^ the trade and technical 
schools^ by the nature of the training they offer in fields 
governed in large part by complex technology^ are req^uired to 
make heavy outlays for equipment and personnel with technical 
expertise. 

At the other extreme are the general education schools^ 
having the 1^^^'est average assets^ but with relatively high 
incomes, ibed on medians for the general education subsector^ 
assets gen^i^ate 3-1/2 times their value in annual income. 
These schools are obviously operating with different require- 
i?ients than those of the trade and technical schools. The very 
existence of these schools is a peculiar phf^nomenoh.^ With 
compulsory schooling for children and a plethora of remedial 
services offered in government training centers^ adult continu- 
ing education facilities^ and community colleges^ one might 
wonder how these proprietary schools survive in such an environ- 
ment. 

According to an inquiry into the effectiveness of, 
Chicago's vocational education programs in public high schools ^ 
conducted by the Chicago Daily News staffs many high school 
students cannot get Jobs because public schools (1) use out- 
dated equipment in training them^ and (2) accept work that in 
the business world is unacceptable. Their inquiry showed that 
a majority of Chicago high school graduates read poorly^ can- 
not spell or punctuate sentences properly^ and have trouble 
calculating the simplest problems in arithmetic. Moreover^ 
these students often lack proper v/ork attitudes and habits."^ 
None of these observations are^ of course ^ a surprise to 
educators conversant with problems of urban education^ but the 
findings do offer a plausible explanation for the recent 
establishment of proprietary schools offering general education 
(only one school in this group was operating before 1967) iri 



Chicago Daily News ^ April 19^ 197^^ PP* 1^ 20. 

2 

Comparison v/ith general education schools listed in 
a 1951 directory of Illinois schools shows that twenty years 
ago opportunities for private post-compulsory general educa- 
tion were very limited. Only three schools might have been 
proprietary ^schools and judging from their names probably 
offered evening instruction for adults. 
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that they provide basic skills that students fail to attain in 
public schools and which are necessary for employment. 

We have then at one extreme of the size spectrum trade 
and technical schools, the largest schools by several measures, 
and at the other end general education schools, typically 
generating the highest profits v/ith the smallest physical 
assets. 

Elements of Profitability 

Some inferences about the structure of the proprietary 
school industry may be drawi from the crude measures of size 
presented in the previous section. However, an examination of 
relative cost and size data offers an entirely different per- 
spective on the differences among the types of schools. 
Proprietary schools are at once schools and businesses, sind 
the ideal comparison would be between measures of school 
success and business success. Measures of the former are not 
available, but profits are a measure of business success in 
the short run and over a period of time an indication of a * 
superior, or at least acceptable, product. In this section 
we examine profits and some of the elements of a school ^s 
operations that influence its profitability as a business. 
We will compare the various sectors with respect to student- 
faculty ratio,, cost per hour of instruction, percentage of 
income spent on enrolling students and advertising, and rates 
of return. 

Although there^is no significant difference in 
student-faculty ratios among sectors, data processing 
schools have the highest ratios and general education schools 
the lowest (see Table 5)* This situation corresponds to 
relative enrollment sizes: data processing schools have the 



The average student-faculty ratio is computed as 
l4.9 t)ut, because of the necessary means of computation, 
represents a minimum estimate. The ratio is not based upon 
actual ratios existing in classrooms, but upon the ratio of 
the school's total current enrollment and faculty count, with 
the assumption that all teachers share equally in the number 
of classes they instruct. The largest discrepancies undoubtedly 
occur betv/een part-time and full-tin.e faculty whose status is 
not distinguished in the OSPI records. If we assume that for 
a school that has day and evening classes, half the faculty 
teach full time and the other half part-time, then the faculty- 
student ratio should be adjusted upwards by one-third (to an 
average of approximately 20). The diversity of school 
schedules and teaching loads, however, is so extreme that it 
is difficult to know what would represent an accurate adjust- 
ment for all schools. Without any a priori reason for expect- 
ing a greater distortion in the ratio in one sector than in 
another, the computed ratios are presented without adjustment. 

18 



< 

EH 



qc; W 
O EhS 
fH H O 
O Q O 

ass 

CO W H 

>^ ><! |i< 
cq W O 

CO Eh W 

o g < 

CO S EH 
M 13 s 
a: h^j w 
< o o 
« 

O W 

o 



o c 



H OJ 

HOD 0\ 
sO H 



• O 

X H 



> o 



• Q) 

as 

XI O 



CO 



O 



o 
c 

H 
O 



LPiCO 

0^00 vo 
H H 



w 
I o 

H O 
CO O -P 

d Q) 



Q) 

o 

o 



o 
o 

H\-P 
■P « 

CO 



\r\o\ 

H 



LPiO 
H H H 





^ J 








•H O 








C 0) 




o5 S <n 








S 


o 




■p 


oJ o 


o 




0) 




CO 










05 O 




?H CD 




EH -P 



c^vo 
coo OJ 

H H 



H H 



vr\o\ 

HCX) H 
H H 



Lr\cv« 
o^^^ o^ 

H H 



OJOJ [>- 
OJ H 



00^ 

OJ OJ LPi 
OJ OJ 



HVO OJ CO 

H OJH 



D--CO 



H t>- OJOJO 
H H 



H H CVJ 



a • 

OJ OJ 



CO 
0) 

W 



0) 

w 

CD 
05 O 



■P 

05 
P 



O 
0< 



coco 



o CO 

^ H CO 



^ o 

COHVO 



H OJ 

OJ OMPi 
H 



mo 

H OJ 



VO CO 

1>-H CO 
H H OJ 



CO 



Cr\00 

CVJ CVJ LPi 



VO H 
H H 



H 
05 

0) 



o 

■P 

05 
O 



inco 

HCO 



H O 
00 CViOO 



HCO H 
CVJ 



-=t o 
OJ o 

jd^COCO 
CO 



cocr\ 

00 OJ o 



0) 'd 
O 0) 



■p 

H 
05 

o 

0) 

cu 

CO 



Lr\cvj^ 

CVJ 



com 
o CO 

cocvjjd- 

CO 



o o^ 
• • 

a\^co 

H HCO 



H 
05 

•p 
o 

Eh 



vj 






<D 






:3 






H 






(l5 






> 






■P 






CO 






0) 






H 






H 






05 






i 












anc 




* 






o 


■p 










- 


0) 




11 


tsD 












o5 






H 






0) 












■P 




o 






• 


£? 






0) 






0) 










II 








0) 






























0) 






$H 




o 


0) 




H 


<H 




• 


<M 






-H 




11 


'd 




-P 






O 






•H 






<iH 




• • 


•H 




CO 






H 






<D 






r> 


CO 




0) 








o5 












CO 






0) 


<U 


OJ 


-PH 


o 


o5 X) 




o 


05 


ft 1 






•H 






C 




bD 




•H 






CO 




•P 






























O 











ERIC 



19 



largest median enrollment and general educatipn schools have 
the second lowest enrollments. This high- low split could be 
a characteristic of the types of schools but could, and more 
probably does, illustrate economies of scale. A school with 
only a few students must still offer a number of courses and ' 
classes* Even though expansion of enrollment requires adding 
more teachers, the number of additional teachers probably 
increases more slowly than the number uf students up to some 
minimum level of efficiency of scale. 

Variation in average tuition charge Der instruction 
hour is considerable and statistically significant. The 
overall average is $2.35, but specialty schools charge $3.00, 
trade and technical schools $1.49, and business schools 
$1.43 (see Table 5). Two reasons seem plausible for the 
significant difference . One is that some specialized schools 
may have limited markets that will support only one school 
thus placing the school in a monopolistic position with 
respect to the school's product. A more probable explanation 
is that overhead costs in specialty schbols, where courses 
are generally short, must be covered in a shorter period of 
time than in schools that typically have long training programs 
Data on course length"^ shown in^Table It supports this sup- 
position. Courses in trade and 'technical and business schools 
last six to nine months,, typically, while specialty school 
courses generally last the equivalent of only three weeks. 
Fixed costs and certain start-up costs in a specialty school 



The tuition cost per instruction hour is computed 
by taking the tuition and number of hours required for what 
appeared as a typical course* The' choice in many cases in 
selecting an appropriate course was judgmental. No inform- 
ation was available on the distribution of enrollment among 
courses; selection v;as based on school data on the number of 
courses offered by type, the distribution of instructors by 
the subjects they taught, and general information provided 
by school catalogues. 

2 

The method of determining course length was similar 
to the method used in assigning each school to a primary area 
of instruction. Through a review of information available 
for each school, one course was chosen as representing that 
school's curricular offering. Caution should be taken in 
interpreting any results using average length of training, 
because the course that appears in the catalogue to be the 
most probable mainstay of a school's business may not have 
many students. For example, business school brochures give 
the impression that a nine-month secretarial or clerk- typist, 
course is the most typical course. However, it is probably 
true that, while few students remain in training for more than 
nine months or a year in these schools, many, and possibly a 
majority, attend for much shorter periods of time. 
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must b« wv'i. I /I V*rj/ than one- tenth the tiine available for a 
trade and technical or business school to cover its costs. 
The negative relationship between average tuition per hour 
and length of training observed between specialty and trade 
and technical ajid business schools also extends to the other 
sectors. 

Because: proprietary schools arc a ;l'C3s visible 
sector of the educational system and because^ of course^ 
•they must attract students to stay in business^ they actively 
recruit and advertise for students; however^ no attempt^ to 
the writer's knowledge^^ has been made to determine how much 
capital goes into enrollment efforts. Giie of the criticisms 
leveled against proprietary schools is that the money spent 
on "non-productive" operations such as recruiting could better 
be spent improving the training programs. Although this 
argument ignores the realities of any business (in which even 
the best product must compete with„ others for the attention 
*of the consumer), the expenditures on advertising and recruit-r 
ment deserve investigation if for no other reason t^ian the 
general criticism they draw.l Furthermore, information about 
the cost structures of proprietary schools is relevemt to 
policy decisions regarding the establishment of tuition 
refund schedules. Proprietary schools are coming under 
increasing governmental regulation, and one of the major 
concerns of the regulatory agencies is the protection of the 
consumer through adequate refund policies. What constitutes 
an appropriate refund policy is not clear; it is clear, how- 
ever, that account must be taken of a school's distribution 
of expenses,^ 

Column 3 of Table 5 gives the annual dollar amount 
spent on enrollments activities (recruitment and advertise- 
ment) per current enrollee. The mean for all schools is $25f5. 



This is not to imply that public schools do not 
advertise^, for indeed they do, but it goes under the name of 
providing a public service, i.e., informing the public of 
educational opportunities • 

2 

For a fuller discussion of this point see W. D, 
Hyde, Jr., "Comments on the Federal Trade Commission Proposed 
Trade Regulation Ruling Concerning Proprietary Vocational 
Schools," October 197^ (mimeo). 
3 

The median amount spent on enrollment by schools 
represents 13.2 percent of the median income of all schools. 
Enrollment expenses include salaries and commissions for 
recruiting and related personnel, travel expenses, advertising 
costs, and expenditures for public relations, catalogues, and 
miscellany. 
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although more than half of all schools spend less than $100 
psr current enrollment. While these figures seem high^ the 
median for trade and technical schools is twice the amount 
for all schools; however^ the average trade and technical 
school student who completes training generally remains in 
school for *the equivalent of seven months (assuming 30 hours 
per week as full time) — more than twice the time for all 
students.-'- 

Another v/ay to evaluate the commitment to enrollment 
costs, and one that is not tied to the uncertainty of enroll- 
ment figures^ is to compute the percentage of revenue or 
tuition used for recruitment and advertising. The overall 
median tuition is $695- The median amount of money spent by 
a school for enrollment purposes is $92, or 13.«2 percent of 
the tuition. Estimates of recruitment expenditures as a 
percentage of annual revenue yield results appr9ximately the 
same: column ^ in Table 5 shows that the median percentage 
is 12.0 percent. Data processing schools, however, spend 
nearly twice as much of their income, 22.4 percent,^ on 
recruitment as other schools. An explanation for "Ohe high 
percentage expenditures for recruitment in data processing 
schools can only be speculative. During the 1960's the sector 
underwent very rapid grov/th with a large influx of new schools. 
The industry offered training in a "glamour" field and 
attracted a large number of students. One possibility is 
that during the current contraction of student demand in this 
sector, advertising and promotional budgets have not yet been 
adjusted to the lower levels of income of these schools. 
This condition, however, is not likely because generally 
advertising is one of the first areas of expenditures that 



Tending to v/iden the gap between the amounts spent 
by school sectors is the fact that in shorter courses, such 
as those in specialty schools, current enrollment represents 
a smaller fraction of annual enrollment than for schools 
such as the trade and technical schools or business schools 
with longer programs. Any attempt to adjust current enroll- 
ments to annual rates v/ould subsequently reduce the enrollment 
cost per enrollee in specialty and general education schools 
more than in trade and technical or business schools, thus 
v/idening the difference between the average amount spent 
among the sectors. In a detailed study of a technical school 
in which the exact number of enrollments per year was known, 
the average enrollment cost v;as $85- If the relationship 
between this figure and the amounts reported for trade and 
technical schools in column 3 is taken as representative of 
the probable relationship existing within other sectors, 
then the actual cost of enrollment may be reduced by approxi- 
mately half. 
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businesses curtail in declining markets. On the other hand^ 
schools may feel that only through heavy advertising can they 
hope to attract students in this tight market period. Another 
possibility (equally unsubstantiated) is that demand for data 
processing schools is more elastic than for other schools so 
that differences or apparent differences through advertising 
result in relatively large shifts in students* preferences 
among data processing schools. Under these conditions each 
data processing school would try to differentiate its product 
fvom others. 

Several interesting relationships emerge when we 
separate direct advertising expenditure as a percent of income 
from all recruitment expenditures as a percentage of income. 
While the percentage spent for advertising is about two-thirds 
of the median recruitment percentage^ general education and 
data processing schools spend only about half of the recruit- 
ment expenditur.es on direct advertising. Specialty schools 
seem to rely on direct advertising rather than recruiting 
agents^ probably "because (1) the schools offer training that 
appeals to a fairly specific group of people^ and (2) the 
shortness of their courses (and lower tuitions) makes it 
uneconomical to support the heavy costs of employing agents. 
On the other hand^ trade and technical schools^ which spend 
on the average l8.3 percent of income on total recruitment^ 
spend only 4.3 percent of Income on direct advertising^ the 
bulk presumably going for other recruitment expenses such as 
recruiting agents. 

Proprietary schools are for the most part "profit- 
oriented" schools and the factors mentioned to this point can 
reasonably be considered relevant to a school *s profitability^ 
but it is unclear just how profitable they are. Table 4 showed 
that the median profit was $5>60O^ but an examination of rates 
of return (profits after taxes as a percentage of assets )■'- 
reveals two particularly interesting things about the profit- 
ability of proprietary schools. 



The relevant concept for measuring profitability 
is the rate of return on invested capital^ i.e.^ the ratio 
of profits to equity. In the absence of information on 
equity^ assets may be used in lieu of equity without distort- 
ing the relative differences "between subsectors if the ratio 
of liabilities to assets is constant. Hov;ever^ the estimates 
of profitability will be understated by means of the excess 
of assets over equity. 
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One is that the average rate of return for proprietary 
schools is above average* The rate of return on equity for 
all manufacturing corporations in the U.S. in 1972 was 10.3 
percent."^ The median rate of return for the proprietary 
school sample was l4.0 percent (see Table 5). The most profit- 
able sector was the general education school sector in which 
the rate of return wa?5 35*^ percent^ approximately tv/ice as 
high as the next most profitable sectors^ trade and technical 
and specialty schools^ which averaged a return of about l8 
percent. 2 Business schools^, in contrast^ earned only a 10.6 
median return on their investments and some business schools 
had heavy losses implied by the lower meein of 3.9 percent. 

One's first reaction to these figures is that the 
returns seem^ particularly in the general education sector^ 
excessively high. Hov/ever, two caveats should be entered* 
The information used in computing profitability is derived 
from a single point in time (one year). Observation of the 
schools over a period of time might indicate that the current 
rates of return reriect a temporary market disequilibrium. 
The other consideration is that a high rate of return in some 
enterprises reflects inherent high risks of the business. 
The other aspect of proprietary school profitability — volatility 
of profits — suggests that risks may be substantial. Despite 
a median return of 1^.0 percent to the industry^ a number of 
schools received much higher rates of return. The overall 
mean was 37.'+ percent, but a fact not discernible from inform- 
ation provided in Table 5 is that 25 percent of the schools 
had losses for the year. With such extreme variation in 
profitability the seemingly high mean rates of return may be 
quite reasonable in the context of inherent risks. 3 



Economic Report of the President ^ January 197 j . 
USGPO, 1973^ p. 250. (The rate is an average of the first 
three quarters.) 

2 

The mean rate of return for trade and technical 
schools seems unrealistically high. It is very probable that 
assets (or profits) v/ere incorrectly reported, but v/ithout 
having any additional Information on -che accuracy of the 
reported figures discarding observations simply on the basis 
of extremity seems inadvisable. Instead, median values are 
used for comparisons. 

3 

Chapter IV examines a number of conditions that 
illustrate the types of risks that school owners must often 
take. 
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stability of the Proprietary 
Schoo l Industry 

— — I 



Perhaps because of an actual or perceived practice 
of a handful of proprietary schools of entering a market area^ 
making a quick "buck" and then moving on to another city^ the 
entire industry is coming under increasing governmental 
provision designed to protect the consumer against the con- 
sequences of possible school failures. 

There is i:othing unethical about a school operating 
for only a short time: the concern arises with the implication 
that such a school is irresponsible to its students. A number 
of reputable but temporary tax schools open each year, their 
business being seasonal* In fact^ it is in the nature of 
proprietary schools to meet educational demands not met else- 
V7here^ and in doing so proprietary schools often enter a nev: 
fields stayinj as long as there is sufficient demand. Some 
fields of occupational training^ such as neon glass bending 
and railroad engineering^ have disappeared through changing 
technology. Technology also opens nev/ areas ^ the largest and 
most notable being data processing and computer technology. 

\^hile most states have enacted some regulations 
governing proprietary schools^ Illinois has been one of the 
most progressive in its attempts to improve the quality of 
the schools and to insure that schools are sufficiently 
solvent to meet commitments to their students. Through the 
Office of the Superintendent of Public Instruction which 
controls the vast majority of proprietary schools excepting 
those offering instruction in licensed occupations (such as 
cosmetology and barbering)^ the state has continually improved 
its rules and regulations since the agency's inception in 1956. 
According to the original rules^ a school was required to file 
an annual application which specified the following: owner- 
ship^ courses of instruction offered^ equipment available for 
training a'^tivities^ and qualifications of each instructor. 
A school had to show that it had financial resources available 
to mainta^in the school and had to provide a surety company 
bond for $10^000 for the protection of the contracted rights 
of students. School catalogues or published materials had 
to givo complete information on the purposes and objectives 
of training Ox^fered^ to state prerequisite training or educa- 
tional attainment for admission^ to give the title ^ hours of 
instruction^ content^ and duration of each course^ and to 
state the tuition and fees of the school. 

Since 1956 many of the previously mentioned regula- 
tions have been made more explicit and nev; requirements added. 
Financial statements^ certified by a public accountant^ 
including balance sheet with profit and loss statements must 
be submitted. A pro-rated tuition refund policy has been 
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instituted^ and schools providing job placement assistance 
must provide the state vath data on the number of graduates 
employed. In an attempt to assure qualified instructors^ all 
new instructors must have had a course in methods of teaching. 
And to monitor the schools' actual operations^ the state 
regulatory personnel make at least an annual inspection of 
each school.-^ 

The relative effectiveness of these provisions in 
reducing student complaints and in stabilizing the industry 
is indeterminable. Clearly the regulations have prohibited 
some schools from operating^ because the files of the Private 
Business and Vocational Schools unit^ the policing agent 
under OSPI^ indicate numerous such instances. But the question 
remains as to ho^^^ much less stable the industry would be vath- 
out the regulations. Perhaps infomation comparable to our 
data on school failure rates and the longevity of schools in 
Illinois v/ill become available from other states without the 
regulations of Illinois so that an assessment: of the effec- 
tiveness of government regulation can "be made. 

Obtaining time series data retroactively on 
proprietary schools requires a certain amount of "detective" 
work to permit piecing together fragmentary information from 
a number of sources. ^ To determine the change in the 
proprietary school industry profile over a number of years 
this type of piecing together of information was necessary^- 
and mainly successful because of old lists and records main- 
tained by OSPI. 

We obtained information on two aspects of the 
industry's stability — school turnover rates and the age 
distribution of currently existing schools and schools that 
have failed. Estimates of turnover rates are biased upwards^ 
because we could not in some cases determine whether a name 
change of a school represented a change of o^vnership. In 
collecting these data a change of school name was assumed to 
reflect a change of ownership and thus the failure and 
establishment of another school. Of course this need not 
always be the case^ but without more detailed infomation^ 
this procedure was used to keep the direction of bias constant. 
This method of calculating changes in schools also under- 
estimates the ages of schools. 



Criteria for Evaluation: Private Business Schools 
Conferring Degrees ^ State of Illinois^ September 1956^ and 
Rules and Regulations: Private Businecs and Vocational Schools 
State of Illinois^ Private Business and Vocational Education 
Unit^ Springfield^ Illinois^ July 1971- 
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school turnover, rates . -^The turnover rate^, the 
percentage of schools operating in one year and not operating 
in the next;, was computed for the business school and the 
data processing school sectors from 1963 to 1973*"^ The 
results in Table 6 show a discernible difference in the turn- 
over rates of the tv;o sectors. During the period;, 12.7 per- 
cent of the business schools in operation in any given year 
were not in operation the following year. For data process- 
ing schools the figure was nearly twice as high;, 2^.7 percent. 
The particularly high turnover rate of data processing 
schools is probably a result of the sector's contraction. 
From 1963 to 1969 the number of data processing schools rose 
steadily from 8 to 37 and from I963 through I958 only 13 
schools closed. Hov/ever;, beginning in 1969 when there were 
37 data processing schools;, the number of schools operating 
each year declined until;, by 1973;) there were only 9 still 
operating;, the same number as in 196^. During the contrac- 
tionary years of I969 to 1973;) the turnover rate rose 
dramatically;, to 40;, 50;, and nearly 60 percent. 

The business schools;, however;, experienced much less 
volatility;, maintaining approximately 30 schools throughout 
the period. Placing aside the unusually high rate for 1963 
(which was the first ^year some of the data were ayaile . le and 
may contain measurement error);, there still is an upwai^c 
trend in the turnover rate of business schools. 

failure rates and age distribution of schools . — 
Between 19^3 and 1973;> fc>4 data processing schools closed. 
The mean life expectancy of these schools was 2.7 years ;, and 
half of them lasted no more than 1.5 years (Table 7)- The 
mean length of time that the closed business schools lasted 
was 10.7 years ;, four times as long as the data processing 
schools. However, if we compare the average duration of the 
closed schools to their currently operating counterparts;, a 
curious fact emerges: unlike data processing schools which 
closed within a fev; years of opening;, closed business schools 
were relatively well-established "old" firms. Comparison of 
the me'",hs and medians in Table 7 shows that the skewness for 
business schools is greatei than for data processing schools. 
In other words, in relative terms, old business schools are 
dying more frequently than old data piocessing schools. In 



Because of administrative changes involving 
responsibility for supervising various sectors of the in- 
dustry;, records on business schools and data processing 
schools v/ere found to be the only ones complete enough for 
analysis. 
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TABLE 6 



TURNOVER. RATES FOR PROPRIETARY BUSINESS AND DATA 
PROCESSING SCHOOLS, 1963-1973 



Total Schools New 
-Year Opera,ting Schools 



Closed Before 
Next Year 



Percentage 
Closed 



Business Schools 



1963 
1964 

1965 
1966 

1967 
1968 

1969 
1970 
1971 
1972 
1973 



1963 
1964 
1965 
1966 
1967 
1968 

1969 
1970 
1971 
1972 
1973 



31 


6 


7 


25 


1 


1 


26 


2 


1 


29 


4 


1 


30 


2 


2 


36 


8 




37 


6 


I 


30 


1 


K 


30 




6 


28 




5 


23 


0 





Data Processing Schools 



8 


3 


1 




2 


0 




7 


1 


17 


2 


3 


18 




2 


29 


13 


6- 


37 


14 


15 


36 


14 


13 


27 


4 


12 


19 


4 


11 


9 


1 







Computed from OSPI records. 
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TABLE 7 



COMPARISON OF SCHOOL AGES BETWEEN CURRENT 
AND CLOSED PROPRIETARY DATA PROCESSING 
AND BUSINESS SCHOOLS, 1963-1973 



Data Processing Schools Business Schools 
current closed current closed 



mean I3.5 2.7 24.1 10.7 

median 6.5 I.5 l4.0 5.0 

number of 

schools 13 64 22 21 



absolute terms the frequency distribution in Table 8 shows 
that three-fourths of the closed data processing schools 
failed within the first three years of their operation and 
that none of the closing schools were more than ten years old. 
This clearly indicates that risk of failure is most prominent 
at the beginning. It is understandable that a new school 
faces many problems: it may lack experience in teaching and 
administration or a reputation in its community and must incur 
start-up costs that make it particularly vulnerable to early 
financial misfortunes. 

TABLE 8 

FREQUENCY DISTRIBUTION OF THE AGE UPON 
FAILURE OF CLOSED PROPRIETARY BUSINESS 
AND DATA PROCESSING SCHOOLS, 1963-1973 



Data Processing Schools 



Business Schools 



Age in Years Number Percentage 
Upon Failure 



Failing 



Numb e r Pe rc ent age 
Failing Failing 



1-3 


4b 


75.0 


h-6 


10 


15.6 


7-9 


6 


9.4 


10 and over 


_o 


0.0 


Total 


64 


100.0 



9 
3 
1 
_8 

21 



42.9 
14.3 
4.8 
38.1 

100.0 
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The conventional survival pattern found among the 
data processing schools ^ however^ is not as clearly typified 
in the business schools. The initial pattern is the same, 
showing that the largest percentage (43^) of the closed 
business schools failed within the first three years of oper- 
ation, but there is an unusually large number of business 
schools J established" schools , that also closed. Thirty- 
eight percent of the business schools that closed during the 
period were 10 years old or older. Apparently some force 
other than the typical start-up difficulties are affecting 
the entire sector. 

One of the most likely causes for the large number 
of failures among established proprietary business schools 
is the expansion of other institutions providing similar 
training, i.e., the community colleges.' While we cannot be 
sure of any causal relationship between the expansion of the 
community colleges and the decline of the proprietary schools , 
the evidence we have is consistent with such a relationship. 
If the community colleges have caused a reduction in the 
number of proprietary schools, we should observe the following: 
(a) a disproportionately high failure rate among proprietary 
schools during the years of the most rapid expansion of the 
community colleges, and (b) a disproportionately high failure 
rate among prop r3 etary schools offering training closest in 
character to training offered in the community colleges. 

The impetus for the community college system in 
Illinois began with the Illinois Junior College Act of 1965. 
which created the framework in which each Illinois resident 
would have access to a community college. It took a year or 
more before many junior college districts established their 
ovm colleges; nevertheless a comparison between any of the 
early years of the community college system and one of the 
more recent years indicates by any measure a tremendous 
expansion of educational activities within the community 
colleges. Table 9 shows that in three years enrollment in 
vocationally oriented programs in community colleges more 
than doubled while in a four-year period the number of 
vocational programs and credit hours purchased increased 
four-fold. 

The decline of proprietary schools was not restricted 
to any one year just as the expansion of the community col- 
leges extended over several years, but from Table 6 we see 
that from 1968 to I972 the annual failure rate for business 
schools was I7.3 percent while the overall rate (I963-I973) 
v;as 12.7 percent. For the data processing schools comparable 
figures were 39*9 percent and 2^.7 percent, respectively. In 
spite of the possible contractionary phase of the data 
processing schools resulting from an over-expanded market 
from earlier years, the failure rates for both sectors during 
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TABLE 9 



VOCATIONAL ENROLLMENT, CREDIT HOURS, AND 
PROGRAMS IN ILLINOIS COMMUNITY COLLEGES, 

1966-1970 





1966 


1970 




(Fall) 


(Fall) 


Individuals Enrolled 


17,673 (1967) 


^2,703 


Number of Programs 


239 


927 



Number of Credit Hours 7^5^21 330,949 



Sour c e : Third Biennial Report, 1969-1970 , II 1 inoi s 
Junior College Board, March 1971 ^ p. Itt. 



the expansion of the community colleges was approximately 
half again what it v/as for the overall period. 

Of the proprietary school sectors established for 
other analyses in this chapter, the community colleges pro- 
vide training that is most similar to that offered in the 
trade and technical, business, and data processing school 
sectors. General education or remedial education programs ^ 
are offered in many community colleges, but as already 
mentioned the growth or proprietary schools providing general 
education represents a unique situation. The specialty 
school sector with all of its unusual programs is the sector 
that the community colleges are least likely to duplicate. 

Unfortunately, v;e do not have data on the failure 
rates among the other sectors of the proprietary school 
industry, but the change in the number of schools in each 
sector during this period of community college expansion can 
serve as a crude indication of the growth within each sector. 
The data in Table 10 clearly show that the schools that 
offered training most similar to that available in the 
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TABLE 10 

GROWTH OF PROPRIETARY SCHOOLS BY SECTOR, I965-I972 



Number of 
1965 


Schools 

1972 


Change 


Percentage 
Change 


Trade & Technical 


20 


22 


2 


10 


Business 


26 


26 


0 


0 


Data Processing 


16 


15 


-1 


- 6 


General Education 


0 


9 


9 




Specialty 


39 


58 


19 


49 



community colleges experienced virtually no growth. The 
number of trade and technical schools increased by 10 percent 
from 1965 to 1972. The number of business schools remained 
unchanged, and the number of data processing schools declined 
by 6 percent. The number of specialty schools, however, in- 
creased by 49 percent. In sum, the evidence presented here, 
although based on limited data, clearly indicates that 

(1) failure rates of proprietary schools increased by half 
during the tiiuC the conpunity colleges were burgeoning, and 

(2) (there was virtually no growth in those types of proprietary 
schools offering training similar to that available in commun- 
ity colleges, although other types of proprietary schools 
increased by approximately 50 percent. 

Characteristics of the 
Profitable School 

To this point we have examined the structure of the 
industry through measures of size and elements that influence 
profitability v;ith emphasis on the differences existing among 
major sectors of the industry. Now that we have some under- 
standing of the size, diversity, and financial characteristics 
of proprietary schools and some feel for the differences among 
types of schools, v;e might logically ask what it is that makes 
a school profitable. Are there common features among the most 
profitable schools distinctly different from other proprietary 
schools? To answer these questions the 13 schools v;ith the 
highest rates of return (20 percent of the sample) v;ere evalu- 
ated and compared with the industry as a whole. As always 
v/ith aggregate data^ we must be careful not to infer cause 
but rather to suggest characteristics that appear to be 
associated with profitability. 



32 



The types of training represented in the most profit- 
able sample (MPS) are nearly as diverse as in the industry 
sample {IS). MPS includes a business school, two trade schools, 
two general education schools, self- improvement and modeling 
schools, and two data processing schools. The remainder of 
the schools are specialty schools, as defined earlier, provid- 
ing training such as bartending, real estate, and cooking. 

The single most distinguishing feature of the MPS is 
their ownership: nine are owned by single individuals and 
four by small groups of people. None of them are owned by 
parent corporations.^ 

Quite conceivably much of the success of the MPS 
school may lie in its ownership. With full control vested 
in a single individual, a school can shift its resources 
quickly to meet changes in demand. Centralized control in 
itself, however, may be only a partial explanation for the 
schools' profitability.. Clearly, there exist owner- 
administrators v/hose managerial and leadership qualities may 
be a school's most important asset. Moreover, single owners 
as a v/hole may have a much deeper knowledge of and commitment 
to a schoolls operations than a group of individuals^ control- 
ling different aspects of the school's operations or delegating 
to someone else the responsibility and authority to manage the 
school. The value of these intangible assets go unmeasured^ 

Table 11 gives comparisohs for a number of 4other 
characteristics, the interpretations of which should be made 
in light of caveats mentioned earlier regarding accuracy of 
measurement and assumptions underlying the measurement. 

Data in Table 11 confirm, the earlier statement 
regarding the huge variation in profitability found within 
the industry. T * MPS schools have a rate of return of 111 
percent — staggerix *n absolute and relative terms. In absolute 
terms, it means thu these schools generate profits greater than 
the value of their physical assets. In relative terms their 
rate of return is thre. >imes as great as the mean rate of 
return for proprietary s^nools aDd ten times as great as for 
manufacturing corporations.^ 



The probability of one of the large corporations being 
included in the MPS group is diminished by the exclusion of 
those for v;hich financial data was given for the parent corpor- 
ation. Nevertheless, there were l4 schools eligible. 

2 

Even when the possibility of reporting error is 
accounted for, the rates are high. The median rate of return 
for the MPS is 88 percent and 14 percent for the IS schools. 
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TABLE 11 



COMPARISON OF THE MOST PROFITABLE PROPRIETARY 
SCHOOL SAMPLE (MPS) WITH THE PROPRIETARY 
SCHOOL INDUSTRY SAMPLL (IS) 



Characteristic 


MPS Mean 


IS 


Mean 


Assets 

• 


$18,000 • 


$ 86,900 


Income 


$80,200 • 


$198,400 


Enrollment 


131 




167 


Tuition 


$ 382 . 


$ 


922 


Course Length (hrs.) 


389 




595 


Tuition/hr. of Instruction 


$ 3.27 




3.03 


Student/Faculty Ratio 


31.4- 




19.0 


Rate of Return 


111.5^'' 




37.4^ 


Enrollment Expenditure Per 
Enrollee 


$ 63 




■ 255 


Enrollment Expenditure as 
% of Revenue 


11.0^ 




18.1^ 



Several of the characteristics reported in Table 11 
seem to offer a partial explanation. The MPS schools operates 
with very lov/ physical assets, less than one- fourth those of 
the IS school, and even though tuition in MPS is half of the 
tuition in IS schools, the MPS school maintains an enrollment 
level that is nearly as large as for schools with much larger 
assets. 

MPS schools also have higher student/faculty ratios, 
probably one of the critical factors in determining profits. 
Instructional costs often account for 60 percent of operating 
costs and thus any school that can maintain large classes may 
reduce operating costs considerably. 
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Another aspect of the MPS is the relatively small 
amount they spend to enroll students. The mean ajnoujit spent 
er student on enrollment is $255. For the MPS the figure is 
63. Why MPS schools spend less is only conjectural. One 
possibility is that the school's advertising and recruitment 
needs are subsidized by its students. In the long run, profits 
can be interpreted as an indica.tion of a satisfactory product: 
if students are v^ell satisfied with their training, they may 
recommend the school to their friends, and thereby reduce the 
school ^s need to inform and encourage the public. The 
"established" nature of the MPS, discussed in the previous 
section, lends support to the idea of long-run satisfaction 
which may tend to reduce a school's need to actively recruit. 
An equally plausible possibility is that demand fob training 
provided by these schools is relatively inelastic-^ and there- 
fore there is a lov; ceiling on returns to e:q)enditures on 
recruitment. 



When all of these factors are considered that may 
affect profitability, it is still perplexing to find such 
high rates of return. If the industry is so profitable, wiiy 
do not other schools enter. Part of the Mgh rates may be 
explained as offsetting inherent risks in the industry, and 
part may be attributed to certain intangible assets — continuous 
operation under the same person for a number of years, commun- 
ity good will, and thorough knowledge by the owner of the 
school's operations, students, and market environment — which 
if they could be combined with physical assets in computing ^ 
profitability might substantially reduce the rate of return. 
Moreover, the fact that some owners may have skills or 
knowledge of their trades that take years to acquire may 
serve as an impediment to the entrance of other individuals, 
and possibly result in a premium /n that type of training. 



The inelasticity couM De the reflection of superior 
quality for which there are relatively few substitutes. 

2 

The high rates of re burn may also be inflated by 
reporting procedures. Some owners, rather than receive full 
pay through a salary, may take pr;rt?al pay through salary and 
the remainder through corporate ::rofits. 
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CHAPTER III 



COMPETITORS OR PARTNERS? THE RELATIONSHIP BETWEEN 
THE PROPRIETARY SCHOOL AiJD THE COMMUNITY COLLEGE 



Introduction 

The purpose of this chapter is to determine (1) the 
relation between public and private por/t-secondary vocational 
training, specifically the competition between public commun- 
ity colleges and proprietary schools offering similar training, 
and (2) the impact of that relationship on the operations of 
the proprietary school. 

The approach u;^>ed is to focus upon a micro-study of 
a geographical area that contains a proprietary business 
school and a community college offering business courses in 
its curriculum and to examine the changes in enrollments and 
in the geographical distribution of the students in the 
schools during a period of time when no known exogenous 
factors were introduced. The specific findings of this work, 
while unique, are derived from theory that should allow some 
generalization as to the prevailing relationship between 
community colleges and proprietary schools and the effect of 
the former on the latter 's operations. 

Question of Relationship with 
the Community College 

There has been considerable debate about the plausible 
competition between, or complimentarity of, community colleges 
and^ proprietary schools. Several studies have tried to 
discern differences in the characteristics of studencs attend- 
ing on^ or the other of the schools or* in the characteristics 
of the schools themselves. Podesta and KLncaid were perhaps 
the first to state what has now become a more commonly held 
claim that the proprietary school has operational character- 
istics — flexibility in course offerings^ frequency and 
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duration of offerings^ and intensity of training — that differ 
from those of the public school. 

In a national comparative study of proprietary and non- 
proprietary vocational training programs the American Institute 
for Research in the Behavioral Sciences found no substantial ^ 
difference in age or socioeconomic background of the students* 
Wellford Wilms in another study of similar purpose but differ- 
ent design also found no significant differences, although the 
proprietary school student is more apt to have a lower socio- 
economic origin than the community college student, and to be 
of a minority group, a public school drop-out, and a product 
of a general or vocational program (rather than a college 
preparatory program). ^ And in a third study done on the 
proprietary school industry in Illinois, Katz argues 

that public and proprietary schools serve complimentary roles. 
His position is that each student has unique capabilities and 
that proprietary schools cater to students who have abilities 
perhaps different from those of students attending public 
schools. 

Absolute resolution of the distinctness of the 
institutions is, of course, impossible; competition or 
complimentarity are relative concepts. Although these dif- 
ferences in characteristics of institutions and students may 
or may not exist, the real issue concerning the relationship 
between these two types of institutions and critical to the 
proprietary school's very survival is whether one school 
draws significantly upon the potential student population of 
the other school. These previous studies have attempted to 
indicate probable cause for a particular relationship but 
none have tried to identify the relationship itself • 

Theoretical Considerations 

The theoretical construct for explaining the relation- 
ship between the proprietary school and community college is 
derived from the theory of consumer behavior. A purchase 
depends upon (1) individual tastes or preferences of the buyer 



H. Klncaid and E. Podesta, An Exploratory Survey of 
Proprietary Vocational Schools . Palo Alto: Stanford Research 
Institute, 1956. 
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American Institutes for Research, A Comparative Study 
of Proprietary and Nonproprietary Vocational Training Programs . 

W. W. Wilms, Proprietary Versus Public Vocational 
Training . Berkeley: Center for Research and Development in 
Higher Education, 1973. 

H. H. Katz, Independent Private School Industry i n 
the State of IlllnoiG. 



(2) the buyer's income^ and (3) the price and quality of the 
item relative to other commodities. Assaying that (1) and 
(2) art^ constant over the period of observation the only con- 
sideration is with the number of substitutes^ their quality 
and prices. 

The conventional v/ay of measuring product substitutes 
or product complementarity is by computing the cross-elasticity 
of demand for the product — the percentage change in quantity 
A purchased for a given percentage change in the price of B. 
The more similar the products^ the greater the cross-elasticity. 
However^ seldom if ever does perfect substitutability exist. 
Even in the instance of identical products there are generally 
other costs or benefits associated with the products that 
make the cross-elasticity considerably less than infinite. 
For example^ gasoline at different pumps but of the same 
brand are generally considered identical products^ but the 
cross-elasticity of demand could be less than infinite be- 
cause transaction costs are not zero. 

In the case of the proprietary school and the commun- 
ity college the quality of training opportunities in business 
programs in the two institutions may not be of equal value. 
To attribute shifts of enrollments between the schools to 
changes in tuitions we need only assume that the ratio of the 
value of training in one school to the value of training in 
the other school remains constant over the period of observa- 
tion. However^ the situation for which we have data for both 
the community college and the proprietary school does not 
provide for the normal comparison of prices and quantities in 
some ini.tial period with prices and quantities of the same 
products in a subsequent period because at the time of the 
first observation the community college did not exist. This 
analysis is designed to compare prices and enrollments in the 
proprietary school before and after the establishment of the 
community college. Tuition at the community college varies^ 
based on the geographical location of the student^ and be- 
cause tuition at the proprietary school is the same for all 
students^ the tuition differential existing among students 
v/ho sv/itch fran one school to the other also varies. This 
tuition differential is the basis for our comparison of the 
proprietary school's enrollment rates in geographical regions 
where the conmunity college tuition varies. Shifts in enroll- 
ment rates at the proprietary school^ taken fran these 
geographical areas measured before and after the establishment 
of the community college then serve as indicators of the 
impact of the community college on the student population 
attending the proprietary cchool. 

Setting aside the issue of the institutions' cost 
functions and assuming that the community college^ because of 
its subsidized nature^ can offer training for less cost to the 
student than can the proprietary school v/hich must cover its 
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costs through tuition exclusivelj^ we hypothesize that the 
establishment of the community college will coincide with a 
drop in enrollment at the proprietary school. As this 
hypothesis is rather obvious it is also not very precise. A 
drop in enrollment at the proprietary school with the opening 
and expansion of a nearby community college is suggestive, but 
not conclusive evidence, of causality. Better evidence can 
be provided. To this end we further hypothesize that- the 
greatest drop in enrollment at the proprietary rchool will 
occur among students coming from areas that have the greatest 
pre- to post- community college tuition differential between 
the community college and the proprietary school. 

Critical to this analysis are the choice of schools, 
the years selected for observation and the tuition policies 
of the Illinois community colleges. It is desirable to 
eliminate as far as possible any exogenous variables that 
might confuse the analysis of the relation bet-.,een the selected 
community college and proprietary school. 

The proprietary school selected has been in business 
for more than twenty years, serving the same community, offer- 
ing businciss and secretarial courses. The community college 
was established in 1965 and in addition to offering academic 
and general education programs also has vocational courses 
and programs including business £.nd commerce courses similar 
to those offered by the proprietary school. 

Selecting the years for observation required meeting 
several criteria. The first was that one observation be 
before the community college began, and the other after it 
began. Another consideration was that the years be far 
enough apart to give the community college time to establish 
its ovm programs and to attract students and yet close enough 
together to avoid substantial changes in populations and 
transportation networks. And finally the observations should 
be made during a period of years when no other schools entered 
or left the area. To satisfy these conditions the years 
1963-64 and 1965-67 v;ere selected for comparison.^ 

The importance of this analysis depends heavily upon 
the method of assessing student tuitions within the community 
college system. As a result of the Illinois Junior College 
Act of 1955 the state v;as divided into a number of junior or 
community college districts, each of which '^ould establish a 
community college and become eligible for state financial aid 
upon meeting certain demographic specifications. However, 



1 

The tv;o years before, and the three years after, the 
establishment of Triton v/ere pooled to eliminate annual fluc- 
tuations and to increase the number of observations. 
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the single largest source of the college's revenue (.45^) is 
obtained from local taxes and therefore the community college 
district feels justified in charging more tuition' for students 
from outside the district than for those students coming from 
within the district. Thus, when a cominunity college begins 
there is greater incentive, in tuition savings, for an in- 
district student to switch from a proprietary school to the 
community college than for an out-of-district student to do 
so. 

The Proprietary School 

Freeman Business Schools, Inc. is owned and operated 
by Mr. and, Mrs.^ Freeman who in 1950 bougjit the school which 
had been one of the six branch schools of Metropolitan 
Business College dating back to the nineteenth century. Under 
Freeman's ownership the school has changed, its location four 
times,, but all, locations are withiri/two miles of each other 
and within Oak Park or Forest Park, two suburbs directly west 
and adjoining the city limits of Chicago. The school, has 
been at its current location in the northeast sector of 
Forest Park for the last decade. 

The school offers and has always offered both diploma 
programs and individual courses. The programs available are 
the secretarial, executive, legal or medical secretarial, 
junior accounting, clerk- typist, bookkeeper, and keypunch or 
clerk-typist and keypunch. Although the programs are 
scheduled for l6, 24^ 48, or 60 weeks encompassing 400 to 
1500 hours of instruction, training opportunities are very 
flexible. Nearly all of the courses listed under the programs 
can be taken individually, and the majority of the school ^s 
students do enroll for specific courses rather than for a 
program. Furthermore if a person is interested in a. program 
and already has certain capabilities the school often waives 
the course requirements in that area. 

The flexibility found in the curriculum is also 
evident in the scheduling of students. The school maintains 
day and evening classes but often agrees to alter schedules 
v/ithin certain limits to accommodate students' other commit- 
ments. In fact, over the years, many of the studei.^s have 
come to Freeman's with the goal of obtaining sufficient train- 
ing to obtain employment. In recognition of this, the oimers 
charge a monthly fee for training — especially for courses such 
as typing and shorthand — and allow the student to attend for 
as m.any months as he wishes. 

The Community College 

Triton College, a community college and technica 
institute for the community college district No. 504, ir 
located three miles from Freeman Business School?, Inc. 



41 



in River Forest. In its first year of operation in 1965^ 
1200 students attended; within six years enrollment increased 
tenfold. 

Persons interested in vocational training can register 
either in one of the career education curricula or in the 
school of continuing education. A student choosing career 
education generally has an intention of acquiring either an 
associate degree in science (which requires two years of 
full-time schooling or its equivalent) or a one-year career 
certificate. The schocpl offers programs and courses similar 
to those given at FBS. 

Analysis and Findings 

2 

Our sample shows that the level of enrollment at FBS 
fluctuates from year to year, but during the early 196o^s 
enrollments declined rather sharply and have not returned to 
the higher enrollment levels of the 1950^ s. 

TABLE 12 

NUMBER OF MATRICULATIONS IN FBS BY YEAR, 
1950-1971 (year = 1 Sept. to 31 August) 



Year 


Matriculants 


Year 


Matriculants 


1950 


52 


1961 


116 


1951 


63 


1962 


101 


1952 


67 


1963 


88 


1953 


100 


1964 


71 


1954 


116 


1965 


52 


1955 




1966 


46 


1956 


106 


1967 




1957 


87 


1968 


63 


1958 


100 


1969 


46 


1959 


136 


1970 


32 


i960 


98 


1971 


38 



See Appendix 1 for a listing of programs and courses. 

2 

The sample is based on one-third of the individual 
student enrollment cards and excludes students attending under 
a federal aid program. The sample also excludes a few students 
known to be less than 1? years of age at time of enrollment. 
The purpose of these exclusions was to limit the school^ s 
population to students that could attend the community college 
and v;ho are responsive to economic considerations. 
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A comparison of the average annual number of students 
attending before 1965 with those in 1965 and later years (see 
Table 12), shows that the average fell from 95.5 to 46.0 an 
overall decrease of 51. 8 percent. Looking at just the two 
years before Triton began (.I963 and 1964) and the three years . 
after it began (I965, 1966, 196?) ^ over which period the 
number of matriculants dropped 4o.O percent, we see that 77.2 
percent of the overall drop occurred in the years immediately 
surrounding the date of the establishment of the neighboring 
community college. 

The issue now is to show that the decline was primarily 
due to the establishment of the community college. Our 
analytic approach depends upon the financing structure of the 
community college system that allows a community college to 
charge different tuition rates according to the community 
college district in which the student resides. With the 
community college charging different rates to students resid- 
ing in different districts there will be a greater tuition 
differential between Triton and FBS for some students than 
for others. Thus, although there is an overall drop in 
enrollment at PBS occurring at the time the community college 
was established^ which could be coincidental, pre- to post- 
Triton differentials in the geographical distribution of 
FBS's stur'ents that coincides with the community college 
district boundaries offer far less ambiguity of interpretation." 

A review of tuition rates indicates that even out-of- 
district tuition at Triton for a comparable unit of training 
was no more and probably less than at FBS. Prom 1965 through 
1967 Triton charged $5.00 per credit hour for district resi- 
dents and $15'-00 for out-of-district students. Most of the 
evenjng courses carried 2 credit hours so that a course 
typically cost $10 (plus often some nominal registration fee). 
Typical of PBS's offerings was a four-month shorthand course 
for $65 and a three-month typing course for $55. Since both 
of these courses were very popular and ran about the same 
length of time as similar courses at Triton, $6o is a reason- 
able estimate of the tuition for a short course at PBS. 
However, Triton's classes met only once a week for twelve 
v/eeks, while FBS's classes met twice a week. Although the 
duration of the class sessions at Triton probably was longer 
than at FBS's even if we double the tuition at Triton so that 
the number of class hours is comparable, the tuition differ- 
ence is substantial. 



Tuition policies among community college districts 
are modified according to district capabilities. A fuller 
explanation appears in Appendix 2. 
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TABLE 13 



SCHOOLING OPTIONS AND TUITION RATES FOR 
THREE-MONTH COURSES AT TRITON AITO FBS 



Student Residence 




Schools of Attendance 




(1) 

FBS 


(2) 

In-District 
(Triton) 


(3) 

Chicago- Cicero- 
Berwyn 


In Triton District 


$60 


$10($20) 


$16($32) 


Out of Triton District $6o 


$30 ($60) 


$ 5($5)or $16($32) 


Chi cago- Ci c e ro- Be rwyn 


$60 


$30 ($60) 


i 5m 



An in-district student at Triton pays no more than 
one-third of the amount he would have to pay to FBS. For the 
out-of-district student^ attendance at Triton may entail a 
tuition savings relative to FBS; at Triton he pays at the 
most the same amount but may pay only half as much as the 
charge at FBS. Thus^ although there is a greater financial 
incentive for an in-district student to shift to Triton when 
it opened there may well be some tuition savings available for 
anyone deciding to change schools. If the ten and thirty 
dollar tuition fees are used, the tuition savings differential 
v/ill be twenty ddllars; forty dollars otherwise. 

It is also interesting to note that out-of-distrlct 
students attending either Triton or FBS pay considerably more 
tuition than they need. Whatever the reasons they are averse 
to attending their own district cormnunity college, they are 
paying something for that choice. Furthermore, they could 
probably save tuition costs by transferring to Triton where 
tuition, although more than in their home community college, 
would be no more and probably less than v/hat they must pay at 
PBS (compare column 3 with columns 1 and 2 in Table 13). 

Our aim is to determine whether the enrollment drop 
at the proprietary school is the result of the establishment 
of a competing program at the community college by examining 
students' responses to the tuition savings differential that 
occurs between community college districts. The analytic 
procedure involves ordinary least squares regression analysis. 
Variation in the dependent variable, the percent of FBS 
students at a given time residing in a particular census tract, 
is explained in tezTns of a student's capability to cave tuition 
by sv/itching schools (based on residence v/ithin or outside the 
Triton community college district) and controlling for several 
transaction cost and student background variables. 




Assuming transportation costs uniform throughout the 
area per unit of travel^, distance should -be negatively- related 
to the percentage of PBS students coming from a particular 
area. However^ absolute distance may not be as important^ 
especially at short distances^ as relative distances^ the 
distance to a proprietary school compared to the distance to 
a community college. With Triton and FBS 3.-2 miles apart ^ a 
student who is 4 miles away from FBS but in the direction of 
Triton expectedly has a greater probability of* attending 
Triton than if he lived four miles from FBS but in the opposite 
direction. To control for this effect, the ratio of the 
distance to FBS to the distance to Triton is entered as anr 
other explanatory variable. 

Two other variables^ measures of socioeconomic status^ 
income and education may also affect enrollment levels ^ but 
the direction of effect is not certain. On the one hand^ 
students of higher economic status can more easily afford the 
tuition^ and therefore we might expect the attendance rate 
to increase with SES. On the other hand^ there is some evi- 
dence that proprietary school students have slightly lower 
socioeconomic status than public community college students. 
Because of the potential influence these variables may have^ 
both are considered as control variables. 

Our objective is to determine the differehce in the 
percentage of FBS' students residing within a particular 
district before and after the establishment of the nearby 
community college. Analysis is based on the comparison of 
results of employing ordinary least squares regressions on 
the observations prior to and after the establishment of 
Triton. Because the potential tuition- savings differential 
is greater for persons residing in-district^ we expect a 
decline in the proportion of FBS students coming from in-- 
district in the "after" analysis compared to the enrollment 
distribution found in the "before" analysis. That is^ the 10 
coefficient should be less in the "after" situation than in 
the "before" situation. 

The unit of observation is the census tract as re-- 
ported in the 1970 U.S. census. The two time periods are 
September I963 through August I965 and September I965 through 
August 1968. Only those census tracts in which a FBS student 
resided^ who attended the school sometime during the period 
mentioned, are used as observations, ^he two years before 
the establishment of Triton are considered in aggregate to 
increase sample size, as are the three ysars since the estab- 
lishment of the community college. 
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The specific variables are as follows: 

A = dependent variable = percent of FBS students 

matriculating from September 1963 through August 
1965 residing in a particular census tract*-^ 

B = dependent variable = similar to variable A except 

that the time period is from September 1965 through 
August 1968* 

10 = the tuition-savings diff erential^ a dununy variable 
for residence; 1 = vdthin the district; 0 = other- 
wise. 

D = distance from student's resident tract to FBS 
expressed in miles* 

Ratio = the ratio of the distance to FBS to the distance 
to Triton* 

Y = median income for families and unrelated individuals 
of the student's resident tract. ^ 

ED = median number of years of formal schooling for 
adults 25 years of age or older in the student's 
resident tract* 

The simple correlation coefficients given in Table 5 
show that several of the variables are highly interrelated. 
The relationship between Y and ED is so strong that either 
variable is sufficient to use as a measure of socioeconomic 
level. In further analysis only ED is used* 

Unfortunately the multicollinearity between 10 and ED 
is unavoidable. The district lines that create the tuition 
differential also happen to represent for the most pa,rt a 
division between city and suburb, a division commonly recog- 
nized as demarcating populations of different income and 
educational levels. 

The difficulty is to identify the amount of variation 
in the change in the student distribution attributable to 



Students residing inordinately far from FBS, those 
residing out of state or with unknown addresses were deleted. 

2 

In some of the outlying suburbs for which exact 
location of student ^s street address was not known, the obser- 
vation was based on the data available for the town (Wheaton, 
for example ) • 
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TABLE 14 



ZERO ORDER CORRELATION MATRIX OF VARIABLES 
IN FBS REGRESSION 





B 


A 

A 


10 


D 


Ratio 


A 


.45 










10 


.23 


.28 








D 


-.32 


-.22 


.20 






Ratio 


-.21 


-.14 


.12 


.12 




Y 


.01 


.00 


.45 


.38 


.10 


ED 


.29 


.34 


.63 


.18 


-.03 




r must 


be > .26 


to be significant 


at the 



.58 



socioeconomic level and that attributable to the tuition dif- 
ferential. Although we can not get an exact estimate of the 
influence of the tuition differential through the use of the 
district variable (10) we can establish the variable's relative 
importance by excluding 10 from one equation and ED from 
another. 



Table 15 gives the estimated coefficients for the 
regressions made on the observations before and after the 
establishment of the community college. Unfortunately the 
results of the "before" analysis are discouragingly similar 
to the results of the "after analysis indicating that no 
essential difference exists between the geographical distribu- 
tion of FBS's students before and after the establishment of 
the community college. The tuition savings differential 
variable (10) by itself in both cases has a significant co- 
efficient^ but the standard deviation of the variables in 
both sets of equations is so large (equal to their means) 
that the difference between the 10 coefficients (compare 
equations 1 and 9) is of no consequence. 

Equations 4^ 5^ and 6 and equations 12^ 13, and l4 
show that the tuition savings differential and educaLional 
level explain nearly the same amount of variation in the 
distribution of the students. The is .242 when ED is 
excluded and .249 v;hen 10 is excluded. Iflien both are included 
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TABLE 15 



REGRESSION COEFFICIENTS (STANDARDIZED) FOR 
FBS's STUDENT DISTRIBUTION (N = 100) 



Equation/ 
Variable 


10 


D 


RATIO 


ED 


0 

R^ 


(1) 


.227 
(2.31) 


"Before" 
a 






.052 


(2) 


.301 

(3.22) 


-.375 
(74.02) 






.187 


(3) 


.282 
(2.90) 




-.270 
(-2.78) 




.121 


(4) 


.346 
(3.75) 


-.356 
(-3.91) 


-.241 
(-2.65) 




.242 


(5) 


- 200 
(1.69) 


(-4.12) 


- poll 
(-2.22) 


(1.92) 




(6) 




-.359 

(-3.96) 


-.161 
(-1.81) 


.348 
(3.87) 


.249 


(7) 


.128 

(1.10) 


-.390 

(-4.25) 




.277 
(2.4o) 


.233 


(8) 


.162 
(1.27) 




-.241 

(-2.45) 


.181 
(1.45) 


.l4o 


(9) 


.278 
(2.87) 


"After" 






.077 


(10) 


.334 
(3.52) 


-.287 
(-3.02) 






.157 


(11) 


.320 
(3.28) 




-.204 
(-2.10) 




.117 


(12) 


.368 
(3.86) 


-.272 
(-2.89) 


-.182 

(-1.93) 




.188 


(13) 


.196 
(I.61) 


-.290 
(-3.13) 


-.138 
(-1.46) 


.264 

(2.21) 


.228 


(14) 




-.278 
(-2.99) 


-.096 
(-1.05) 


.387 

(4.18) 


.207 
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TABLE 15— Continued 



Equation/ 
Variable 


10 


D RATIO 


ED 


r2 




148 










(1.25) 


(-3.25) 


(2.56) 




(16) 


.166 


-.167 


.231 


.148 




(1.31) 


(-1.70) 


(1.86) 




a = 


t-statistic 


in parentheses 







R = .271^ and the coefficient of 10 drops substantially from 
its value in equation 4, but is still significant at the 
.05 level. It contributes .022 (=.271-. 2^9) to the coefficient 
of multiple determination, explaining 8.1 percent of the total 
variation explained by the variables. In the "after" regres- 
sions corresponding coefficients of multiple determination 
are lower than in the "before" equations but reflect essentially 
the same relationship of the variables' explanatory powers. 

Comparing equations 5 and 13 ^ the two equations con- 
taining all the system variables, we see that the coefficient 
for 10, the critical variable in this analysis, is virtually 
the same in both equations. Unfortunately these findings do 
not allow us to draw any substantive conclusions about the 
existence or effect of competition between the public and 
private schools. 

In trying to explain the unexpected lack of empirical 
support for the theoretical position put forward two probabil- 
ities come to mind. One is that the model was not properly 
specified. Other important but unknown variables may have 
been overlooked, and the data in Table 12 suggests this pos- 
sibility. If we were to exclude the observation in i960, there 
v/as a continuous decline in enrollment from 1959, six years 
before the beginning of the community college. The variable 
or variables accounting for that decline may be necessary to 
properly identify the effect of the tuition savings differential. 



This method of determining the amount of variation 
explained by an additional variable provides exact estimates 
only when covariances betv/een independent variables are zero. 
The fact that the variables are correlated understates the 
true explanatory pov/er of the variable in this case. 




The other source of possible distortion in the 
estimated regression coefficients is the bias that is intro- 
duced through the anormal distribution of the dependent 
variable. The dependent variable is the percentage of PBS' 
students residing vriLthin a particular census tract. Because 
the number of students and the size of the census tracts are 
small^ many observations are based on frequencies of one or 
zero. With only a few tracts having frequencies greater 
than one, the distribution has a right-hand skew. We do not 
know how serious these distortions are, but limitations of 
data and knowledge of other possibly relevant parameters 
prevent further analysis along these lines. 

So far we have looked at only one side of the question 
of competition among institutions, however. If instead of 
thinking in terms of the student population leaving PBS, we 
consider the reasons people may have for remaining at PBS, 
especially in the face of higher tuition fees, more progress 
may be possible. The apparent insensitivity of the consumer 
to cost factors may be because training in the schools are 
not good substitutes. If we consider the institutions as 
offering different products or lines of products, we may be 
able to identify particular products that appear to be more 
highly substitutable. 

One of the most visible differences between the 
offerings of Triton and PBS during the first few years of 
Triton's operations v/as the schedules of training available. 
The study of ETI indicated that similar programs offered at 
different times can appeal to entirely different populations. 
As another attempt to identify the amount of substitution 
between the proprietary school and community college we can 
define separate products by training schedules and examine 
changes in enrollment levels by program over the interval 
during which the community college began. We expect the 
greatest program decline to occur in the program that is the 
best substitute for the program offered at the community 
college. 

Por the first three years Triton had only an evening 
program that lasted generally three months. PBS, however, 
offered day and evening programs with almost completely flex- 
ible duration. If we divide FBS students into those attending 
during the day and evening and again divide them into students 
who attended for approximately two months or less (short) and 
those who attended for more than two months (long) we expect 
the greatest drop in enrollment to occur among those attend- 
ing in the evening for more than two months (evening long).l 



PBS' programs have all existed continuously during 
the period in question and no substantial changes were m^tde 
so that a particular program decline cannot easily be at- 
tributed to changes in internal operations. 



TABLE 16 



ENROLLl-IENTS IN PBS ' s SHORT AND LONG DAY AND 
EVENING PROGRAMS, I963-I965 AND I965-I967 



Program Before After % 

( Sept . 1963- Aug . 1965 ) ( Sept . I965- Aug. 1967 ) Change 



Day Short 


22 


25 


+l4 


Day Long 


25 


19 


-2^1. 


Evening Short 


73 


^5 


-38 


Evening Long 


39 


9 


-77 



Although the evening long matches the Triton program better 
than the other three groups we might also anticipate a sub- 
stantial drop in the evening short. 

Table l6 shows that the greatest drop did occur 
among students enrolled in long evening programs^ and that 
the second largest drop occurred in the evening short program. 
In the transition of the two years before to the two years 
after the opening of Triton FBS evening long enrollments 
dropped 77 percent and evening shorts declined 38 percent. 
Day enrollments during this same period dropped only 6 percent. 
This finding is the best evidence we have substantiating 
partial substitutability between these two educational 
institutions. But v/hen one school drav^s so completely upon 
a particular sub-group of another school's constituency it 
can not do so without altering the school *s operations and 
the nature of the school's curriculum. 

The obvious effect of the loss of a subsector of 
students is to narrow the product line that a school can 
offer. In this case it resulted in the loss of the major 
portion of FBS's evening programs. 

In keeping with the theory of consumer behavior the 
elasticity of substitution increases v/ith the passage of 
time. As people become more informed of the option and come 
to realize its benefits^ more consumers change products. 
The most rapid change occurs among products most similar^ 
and less rapidly among products less substitutable. In this 
situation the students in the evening long programs are apt 
to leave firsts followed by some of the students in evening 
short programs. Of course^ overlap betv/een these two groups 



ERLC 



51 



is expected^ but nevertheless a pattern should be discernible. 
We can verify the presence of this behavior by examining the 
average length of time a student spends at FBS. Even though 
the number of students composing the average drops with suc- 
cessive years^ the average length of training should first 
shorten rather suddenly as the evening longs leave and then 
gradually rise as evening shorts also switch. 



TABLE 17 

AVERAGE LENGTH (IN MONTHS) OP STUDENT 
TRAINING AT FBS, I96O-I97O 



Year 
(Jan. -Dec. ) 


Mediaji No, of 
Months 


19bO 


2.90 


1961 


3.20 


1962 


3.13 


1963 


3.32 


1964 


2.41 


1965 


1.89 


1966 


1.33 


1967 


2.09 


1968 


2.46 


1969 


2.77 


1970 


2.89 . 



Duiung the early 196o's the student on average spent 
about three months at PBS (see Table I7). In 1964 (perhaps 
anticipating the opening of the community college)^ 1965^ 
and 1966 the average length of training dropped^ and to as 
low an average as 1,3 months^ and then began to rise. By 
the late 196o's the average length of training returned to 
nearly what it had been a decade earlier^ but with most of 
the students now in day programs. With nearly the entire 
demand for a particular program eliminated from the school 
it may quickly become impractical for the school to continue 
offering any program. Such forced streaming of a school's 
product has consequences for both the school and its students. 
The school may be forced to close ^ not because all of its 
students have svdtched to the public school^ but because the 
public school offerings have overlapped vath the private 
school offerings to such a degree that overhead costs are 
not covered by revenues generated I'rom demand for the re- 
mainder of distinct educational services offered by the 
private school. When the interests of students who preferred 



52 



the services of fered by a private school forced out of 
business are not met by the public school, the students 
either do not return to school or they settle for some less 
desirable alternative. The net result is a reduction in 
the overall variety of educational options available and a 
distortion in allocation of resources. •'^ 



1 

For a fuller exposition of this point see section 
headed "Implications of Competition from Community Colleges" 
in Chapter VI. 
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CHAPTER IV 



A LINK BETWEEN INDUSTRY AND STUDENTS 



This chapter, the second micro study, deals primarily 
V7ith the function of the proprietary school as an interface 
"between the interests of industry and students, Tne success 
that a proprietary school has in relating industry conditions 
to student concerns depends largely upon how well the school 
owner (or manager) can perceive and adapt to changing con- 
ditions. Unlike in the last chapter in which one major 
question was addressed, this chapter deals with a number of 
related issues including the impact of changing lahor market 
conditions, technology, and public educational policies on 
demand for proprietary schooJ. training and the school's 
response to these changes. 

Diversity, as we saw in Chapter II, is a dominant 
feature of the vocational proprietary school industry and 
because the school discussed in this chapter is one of 
several technical schools that may operate under different 
constraints and conditions than other types of schools, three 
of the?'^ major distinctions of the trade and technical sector 
should be pointed out. First, the number of training channels 
available to acquire trade or technical skills are more 
numerous than for some other types of vocational training 
(cosmetology discussed in Chapter V is illuctrative of an 
occupation with very restricted means of entry). An auto- 
mobile mechanic, for example, has a number of alternatives 
to proprietary school training — public schools, company 
training programs, apprenticeships, or "tinkering" on his 
own — for acquiring necessary skills. Thus, when we analyze 
variations in demand for proprietary school training in an 
occupational field vdth numerous alternative channels of 
entry available, the response of studnt demand in proprietary 
schools to changing exogenous conditions may be dampened or 
accentuated by altered conditions among the other means of 
training acquisition. 

Second, trade and technical proprietary schools are 
relatively fev/ in number. Proprietary trade and technical 
schools in the Chicago area serve roughly the same number of 
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students as do cosmetology schools in the same area but there 
are five times as many cosmetology schools as trade and 
technical schools In a technical fields such as electronics-, 
overhead costs of human and physical capital are substantial, 
rai&ihg entry costs and making entry of new firms more dif- 
ficult. Consequently supply adjustments occur mainly through 
changes in size of firms rather than changes in. number of 
firms. Changes often occur simply through increasing the 
number of instructors, opening a spare classroom, or extend- 
ing the schpol's hours- of operation, without enlarging 
penrianent plant facilities. 

And third, the utility of training in a trade and 
technical school, is more diverse than in many other fields^ 
"The student in a trade school may wish to use his training 
to acquire eraiplbyment in industry, or for avocational inter- 
ests, or perhaps to set up his own business. In contrast, 
one is not likely to attend a mortuary science school to 
start a hobby. Because of the vai^ied utility of the training 
acquired at trade and technical schools (Its well ds in some 
other type^ of vocational training) the schools have c 
abl0 freedom of choice in designing, cburses, curricula, and 
objectives. All of the factors over which a .school has seme 
control are fused to form the school's product^ which is more 
than simply the skilled graduate. The total product includes 
less tangible but equally important elements, such as quality 
of training, the reputation of the school In the iridustr^r 
and among potential students,, the type of student — his moti- 
vation and occupational expectations—and training within a 
certain length of time at a particular time. 

However, there are pressures that limit the degrees 
of freedom of a proprietary school in establishing curricula 
and operations. Primarily, the school is constrained by the 
need to (1) meet the demands of industry and (2) relate these 
demands to thq public that the school serves. Much of the 
success of a school depends upon its ability to train students 
adequately for existing job positions in industry; therefore, 
in a very real sense, a school's freedom to alter its curricu- 
lum exists only within the parameters specified by industry's 
needs. Consequently, the ability of a school owner to 
perceive changes in the market place and in the technology 
of an occupation and to act on those perceptions is critical 
for maintaining a successful operation. The ability to add 
new courses or delete obsolete courses at the appropriate 
time and to continually up-date techniques carries a premium 
among proprietary school owners and is, in large part, 
responsible for a profitable operation. 

Equally important for a sch^^jl's success is the 
ability to inform potential students of the existence of 
training opportunities and of the subsequent opportunities 
to use the acquired training. Since the student is the 
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person who generally pays for the training, a school owner 
who expects to attract students must show sufficient cause 
for the student to make the investment in schooling. In 
more stable fields such as cosmetology or in areas where a 
shortage is well known,- the difficulty of informing the 
pablic^of employment opportunities may be minimal; neverthe- 
less, the proprietary school is an agent that serves to link 
potential students to industrial demand, and performing this 
ta^K is the over-riding consideration that governs the school 
owner *s decisions and- activities. 

Although each vocational school has unique character- 
istics, this study should reveal some of the common problems 
confronting, proprietary schools. The actual manner in which 
the school owner solves his problems through decisions to 
change curricula, schedules, student appeal, or prices depends 
on how^ he views the school, its position with respect to 
other schools, and conditions in the economy, however, the 
resources that a school brings, to bear on an issue may reason- 
ably be generalized to similar circumstances in other schools. 

Choice of Schools 

The selection of a school for this study was governed 
by four considerations: the willingness of a school to 
cooperate, the availability of records, the usefulness of the 
information obtained from the records, and continuous manage- 
ment under the same individual. Recent and frequent changes 
of administrative officers in one school considered for 
analysis would have made nearly impossible the task of 
obtaining first hand information about many decisions made 
in previous years. Another school had been sold and reorgan- 
ized into two separate ^jhools. Reconstructing curricula and 
tracing student files would have been inordinately costly, if 
not impossible. The school finally chosen was the Electronics 
Technical Institute of Chicago (ETI), 

ETI is an appropriate choice, aside from the reasons 
given above, because it. has recently expanded its product 
line by offering a day program of instruction, and we will be 
able to examine the changes made by the school to attract 
day students and to see the effect of the new program and 
student on the school's operations and total product, ETI is 
also of particular interest because it epitomizes the funda- 
mental characteristic of many technical schools to operate 
on the frontier of technological innovation. For such schools, 
sensitivity to changing industrial demands and makirg changes 
at an appropriate time carries a high premium. The more 
rapidly economic and technological conditions change, the 
higher the premium on the owner's ability to be flexible and 
perceptive enough to meet the changes. 
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A final distinction of ETI^ as a technical school^ 
from other types of schools is the relatively small number 
of schools in the sub-sector* ETI operates in a market 
shared^ in varying degrees^ by ten other private schools^ 
five of which have very little impact on ETI. Two of them 
are primarily committed to engineering; one is a highly 
diversified, school offering business courses as well as 
trade and technical courses; one school^ with an air- 
conditioning and heating course^ caters primarily to Spanish- 
speaking people; and another school^ also offering air- 
conditioning and heating^ draws most of its students through, 
company sponsored employee training programs. The remaining 
five schools have curricula that overlap substantially with, 
ETI's and draw upon the same student population. An indica- 
tion of stability witiiin the sub-sector is that ETI^ despite 
its 24 years of operation^ is younger than its five primary 
competitors. The other schools extend back as far as the 
1900 's. It is also interesting to note that^ perhaps as 
part of the current interest of corporations in proprietary 
schools as an investment^ all pf the other schools have been 
purchased in recent years by larger corporations. -'r 

Because of this stabiilty in the number of schools 
in the fields fluctuations in demaiid^ for training are 
absorbed- primarily by the six schools in^ expanding or 
contracting their operations^ and probably the stability in 
number of schools represents a long run equilibrium. Although 
a school may have greater success in a particular year or in 
a particular course than another school^ these schools 
essentially capture the market^ and fluctuations in the 
economy or changes in technology will affect all the schools^ 
v/ithin limits^ uniformly. 

Background to Electronics 
Technical Institute 

Electronics Technical Institute (ETI) was founded in 
1950 by Harold M. Rabin as the Chicago School of Television 
Repair^ offering training in radio and television servicing. 
Over the years ^ electronics related courses were added or 
deleted and existing courses modified. Later the school's 
name v;as changed to Electronics Technical Institute to more 
accurately reflect its diversified training^ and the school 
v;as incorporated in 1964. 



Illinois Institute of Technology^ one of the five 
competitc *s^ is not a subsidiary of a parent corporation 
since it ^3 a private^ non-profit institution of higher 
education. 
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ETI is a specialized school, although it does offer 
several different courses. Presently the curricula at ETI 
consists of two major categories of courses. One group of 
courses focuses on practical "hands-on" skills required to 
gain entry into the electronics servicing fields. The other 
group of courses is more extensive, offering a more academic 
approach to electronics. 

In the first group are technician's servicing courses 
in television and radio (hereafter referred to as TV), air- ' 
conditioning, refrigeration ahd heating (HC), and electronics 
(ES). Each course is offered during the day on a. full-time 
basis and on a part-time basis in the evenings and on Satur- 
days . Tuition is $985 for each'of the 48o hour (16 week) 
day-time courses. Part-time programs .cost slightly less 
($915) and give 300 total hours of ihstructioh distributed 
over 50 v;eeks. 

The two courses in the second group are offered only 
during the day on a full-time basis. The first is an elec- 
tronics technology course (ET) that offers training in a 
broad area of electronics: the goal of this course is "to 
train the qualified high school graduate to be a skilled 
electronics technician capable of working under the direction 
of an engineering staff either in the design, manufacture or 
service of a wide variety of electronics equipment. "^ The 
course costs $2250 and required 50 weeks of training. The 
other course in this group is an electro-mechanical computer 
engineering technology course that terminates with an 
associate degree after two years of training. Through an 
agreement with Roosevelt University, students take the 
required non-technical courses at Roosevelt. 

ETI's enrollment generally fluctuates between 200 and 
300 students, and over the years it has graduated more than 
6000 people. The school is typical of other schools in the 
Chicago area that have an interest in the same field of train- 
ing service technicians in that most of the schools are members 
of either the National Association of Trade and Technical 
Schools or the Illinois Association of Trade and Technical 
Schools, and all of them are located in or near the center of 
Chicago, easily accessible by public transportation. 

EXTERl^IAL FORCES ON THE SCHOOL 

VJe see that on the one hand a school has wide latitude 
in the management of its operations, but on the other hand 
there are certain forces over which it has little control. 
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■^"Electronics Technical Institute: A Self -Evaluation 
Report," January 3I, 1973, p. 3. 
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The remainder of this chapter deals with each of these sets 
of elements separately. The first part analyzes the external 
forces, such as labor market conditions, technological 
changes, and possible competition from public institutions, 
that a school must adapt to in order to survive. The second 
part deals with decisions concerning situations and activities 
over which the school exercises relatively full control. 

Technological Change 

Under ideal conditions a school owner would like to 
anticipate changes in technology. Often, accurate forecast- 
ing is not possible, but in any event the ovnier must learn 
to live with the technological state given by the markeu. 
One of the inevitable situations facing technical schools is 
growing complexity of technology within any field, the cbnse-f 
quence of which for the student^ is a longer course to achieve 
the same relative level of cqmpeterice.. At the same time, the 
longer course may alter the success of the prbgrain in terms 
of the. student completion rate. Thus the problem \qf growing 
technology and corresponding course length can pose a continu- 
ing threat to the total product of the schooi,^ particularly 
if we assume that the efficient training program encompasses^ 
an integral body of knowledge and that industry prefers to 
employ individuals who have the full amount of training over 
individuals with partial training. ' Given the ultimate goal 
of the student in attending school--the acquisition of a job 
skill and subsequent employment — we can expect the student 
completion rate to serve as a measure of the success of a 
school in achieving^its intermediary goal of producing a 
qualified graduate. 

Of the numerous courses that have been a part of 
ETI's history, the TV/radio service technician's (TV) course 
was the program upon which the school was founded and has 
continued to be the strongest and most continuous program 
through the years. Despite the stability of this course's 
curriculum and its consistent appeal to the same population 
(the employed lower-middle class blue-collar worker) increas- 
ing technological sophistication has forced the school to 
expand the course. In the early years of the school's 
operation, the TV course was 8, 10, and 12 weeks long and 
trained the student to make full service repairs. Today the 
goal of the course is the same, but the training now takes 



The goal of a profit-motivated firm is ultimately 
to maximize profits or assets, but these measures of prosperity 
supposedly rest upon continued production of a satisfactory 
product which in this instance we assume is primarily the 
qualified graduate. 
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50 weeks. The apparent consequence of the lengthened course 
is a decrease in the proportion of students completing the 
training. 

Figure 1 shows the profile of the TV course matricula- 
tion and graduation levels from 1954 to 1972^ and Table l8 
shows that each time the course was lengthened the student 
completion rate corresponding to that period decreased. Be- 
tween October 1955 and March 1959> when the course was l6 
weeks long^ 96 percent of the entering students graduated^ 
but between January 1971 and March 1972^ when the course was 
50 weeks in duration^ only 51 percent finished. A plausible 
proposition is that attrition^ by definition a function of 
time^ increases with the lengthening of the course. However 
an increasing drop-out rate should not be considered solely 
the consequence of random attrition associated with a longer 
course. A more subtle reason may lie in the underlying 
disparity between how industry and students value training. 

V/e first need to make some simplifying assumptions 
that will allov/ us to more easily explain the role of the 
proprietary school owner in trying to adjust the length of 
training to the needs of industry and the student population 
and to explain how the drop-out rate is more than a matter 
of random attrition. 

The first assumption^ and one that we will relax 
later^ is that there exists a state of perfect knowledge — 
preventing any discrepancy in how industry and students 
perceive the net benefits associated with different lengths 
of training. The second assumption is that perfect 
substitutability exists between lengths of training^ and 

Lj.^ at any given technological stage. Although this assump- 
tion is not very realistic it removes the problem of consider- 
ing the number of students at each L and lets us examine the 
relation betv;een changes in costs and benefits associated 
vrith course length and the optimal length of training. Under 
this assumption a change in technology may change the wage 
ratio W^^/W-^j and the number of students in training or Lj 

but at a given level of technology shifts in relative numbers 
of students in training L. or L* would not affect the wage 

ratio. The third assumption simplifies calculations of net 
earning streams accruing to various training by specifying 
that changes in foregone earnings during training are attributed 
solely to the investment made in the training program. Thus 
a job taken as an alternative to training offers constant 
earnings during the period of raining. 
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Beginning with a static situation, one without 
technological or market change, v/e can establish profiles of 
returns l^present value of expected incremtental earnings 
resulting from training) over a range of training (lengths) 
and foregone earnings (discounted to the present) which to- 
gether will indicate the amount of tuition that students are 
willing to pay for training of a particular length* 

The crux of the problem for the proprietary school 
owner is to provide the optimum combination in course content 
(type of training), course duration and cost to satisfy both 
industrial sector demands and student population demands*. 
If we assume that each unit of time spent in training leacis 
to an incremental, although not necessarily equal, increase 
in skill embodied in the student, and that an employee's wage 
in the market is systematically related to his skill, the 
returns may be expressed as a function of the length of 
course. Most likely the rate of accumulation of a skill is 
not uniform over time. The profile of / returns (nR) to 
length of training (L) (see Figure 2) may be concave, with 

^ >0 and — a<Oi thus initial training is valued more 

highly than subsequent training. Or the profile might be 
'*o -shaped with a rapid rise in value of training occurring 
only after a short "orientation" period, dnring v/hich time 
spent learning in school has very little -value to 'industry 
and thus offers little return in earnings to the student. 
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The precise shape of the curve at the lower end may not be 
important J however ^ especially if the curve is S-shaped. 
Smaller initial marginal returns are unlikely to cover 
initial costs ^ and it will obviously then be better not to 
train at all than to make so truncated an investment. There 
is also probably an upper limit to the amount of training 
that will be taken. After some "saturation" level the 

marginal value to industry of an additional unit of training 
approaches zero; Although the NR profile for each industry 
and type of training may be different, each has a range of 
wages (r^ to r^) and training levels {L^ to L2)that are 

acceptable to that industry. 

The cost to the student consists of direct costs^ 

primarily tuition^ and indirect costs^ mainly foregone 
earnings J both of which are also related to length of train- 
ing. 

If foregone earnings of each day spent in training 

is the same for each day of the course-, then f or egojie earnings 

(PE) cost per unit of length is constant^ i.e.^ 

and—— c O. But rarely is this the case; more likely 

ma;rginal foregone earnings increase with length of training. 
With each day of learning a student foregoes more to remain 
in school. Rigidities of market institutions that place a 
premium on completion^ however^ may create an increasing gap 
between the present value of earnings of the student who 
drops out with no further training investment and the present 
value of prospective earnings for the person who finishes 
training and enters the labor market. The premium placed on 
completion varies among occupations. In the case of cos- 
metology, the completion premium is maximal— one is trained 
for only one occupation and course completion is necessary 
to practice cosmetology. Poxegone earnings therefore are 
virtually constant for each unit of training^ but with the 
terminal unit of training potential returns jump sharply. 
In some other areas^ such as secretarial training where 
accumulated skills are immediately mark^table^ foregone 
earnings increase nearly proportional to the portion of 
training completed^ and the completion premium is minimal. 

The amount that a student is willing to pay for a 
course of a particular length depends both on his foregone earnings 
(PE) and the future returns (NR)that he will receive in 
added earnings as a result of taking that training. Express- 
ing these returns as the present value of the expected 
incremental earnings stream^ v;e can .shov/ hov; much tuition a 
person would be willing to pay for a course of a certain 
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length. Placing the NR curve in the same figure with the FE 
profile (Figure 3) the vertial difference between NR and PE 
at 3 say^ Jj^ is the amount that the person is v/illing to pay 

for training of length L^^, Thus for a school to offer in an 

economically feasible manner a course of length it must 

be able to provide such a course for no more than A^-A^. 

A proprietary school could not operate with a course 
length less than or longer than without charging a 

negative tuition^ i.e.^ paying the student to attend because 
in these areas student costs exceed returns. Any course 
with ?-ength i L^^ and ^ is possible. However not all 

course lengths are equally plausible because of a firm's 
(school's) cost structure. 




Whether a school offers a course depends on (1) the 

number of students preferring that length course^ (2) the 
ability oi ^e school to provide that couvse for no more than 
A^-A^3 and ^j) the profitability of offering alternative 

80 
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courses* The selection of course length—that which will 
maximize the school's present value of expected net income 
depends upon the array of demand schedules for given course 
lengths and the school's costs associated with the course 
length. Without knowing the various demand schedules for 
different course lengths and the location and shape of a 
school's cost curves we are not able to determine what point 
along the I^-I^ interval the school will choose for its 

course length. Moreover, moving toward the point where the 
vertical distance between NR and PE is greatest does not 
necessarily mean that profits are increased, for both the 
aggregate demand schedule for various lengths and the 
changes in costs associated with the longer course must be 
considered before a determination of the profit-maximization 
locus carl be made. 

To this point we have assujned perfect knowledge^ 
more likely a difference will exist between what school 
proprietors and potential students perceive as the NR and 
FS profiles,. School proprietors may observe or predi^ct 
associations between Vage prospects and amounts of training 
that differ from the wage relationships that many students 
or potential students expect. To illustrate, Figure k shows 
a school proprietor's projection of associations between 
v/ages and duration of training as curve N'R-j^. If this projec- 
tion is correct, point D on curve NR^ will provide a good 
estimate of student returns to training L^. The student, 

however, through misinformation or false perception of market 
conditions may believe that a course of v/ould be sufficient 

to command a wage equivalent to R. (Similarly the FE curve 
may be perceived differently. ) In a situation of this kind 
the proprietary school must in a real sense serve as a "go- 
between for industry and individual demand. 

Whether the offered course length is more in keeping 
V7ith the performance of industry or the student population 
depends largely upon the perspective of the school owner. 
To maximize current profits the owner will operate with a 
short-run perspective, tailoring the course length (and th^s 
amount of training) to satisfy the individual by establish- 
ing course L^. Completion rates typically would be high, 

but industry might viev; the product (the skilled graduate) 
as unsatisfactory. As many proprietary schools rely heavily 
upon job placement of their graduates, for their reputation 
and continuing successful operations, most owners would be 
reluctant to take a short- run viev/* The other extreme v;ould 
be to tailor the course length to satisfy industry by estab- 
lishing course L^. With course L , however, students may 
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either not attend at all^ considering the course excessive 
in lengthy or drop out before completing the entire course. 
In the first instance the school loses customers and in the 
latter the school's students, without achieving the level of 
competence that we assume industry attaches to completion, 
do not achieve those goals for which they had enrolled in the 
school. The school o\mer must weigh the consequences associ- 
ated with having a certain percentage of drop-outs against 
the costs of an inadequate course in terms of employers' 
dissatisfaction with the school's graduates. The outcome is 
sele tion of some course with a length intermediate to and 




Fig. 4. — Profiles of Returns and Foregone Earnings 
v/ith Differing Student and Owner perceptions. 



To this point we have assumed a static model without 
any technological or market changes. In fact, any initial 
discrepancy in perception of costs returns to training 
betv/een industry and students would diminish in a static 
situation as both groups become more knov/ledgeable of the 
economic state of affairs. Only through continuous changes 
in technology and requireinents for skills and errors in pre- 
dicting these changes is a continuing differential possible. 
A special problem arises v/ith effects of changes in technology 
altering the actual market NR line. If for illustration v/e 
assume that grov/ing complexity of technology requires increas- 
ing the amount of training to enable one to achieve the same 
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level of competence as could be achieved with less training 
in earlier times, the industry NR profile will shift out- 
wards, to the rights from N^g ^^i^ creating, a larger gap 

between the Rre.ferred amount of training desired by industry 
and student. 

If the true NR curve is_ continually moving to the 
right uhe proprietor may prefer to anticipate industrial 
demand by offering a course that at any given instant is 
closer to the L desired by industry than that preferred by 
students. Thus, although the owner is free to determine L, 
an optimal length is properly considered a function of the 
difference between the length of training preferred by the 
two sectors, the rate of change in that difference, and the 
ability of the proprietor to identify the characteristics 
of the actual NR curve. 

In summary, the proprietary school owner, serving 
as a link between industry and student demai'd, sets the 
length of training so that he maximizes the present value of 
his expected/profits however, the student may have a differ- 
ent notion than that of industry of what value is attached 
to a certain amount of training, and recognizing and assess- 
ing this difference is confounded by technological changes 
that may widen the differences in perception. As long as a 
difference persists the school owner facen the eroding 
influence which that difference, often the result of 
technological change, has on the school' c completion rate, 
in addition to the random attrition that increases with the 
lengthening course. ^ 

The difficulty that the school owner faces in trying 
to convince potential students of the importance of techno- 
logical changes is illustrated by the following example. In 



TheNRline need not shift to the right with increas- 
ing technology. Other possibilities exist. For example, 
technology could simplify the skills required and might result 
in the NR line moving to the left, or remaining stationary. 
To illustrctise ^h^. adjustment process we assume that the line 
is movjiig in one direction and that the faster technological 
change occurs the greater the gap although students may be 
adjusting their perception of the location and shape of the 
NH curve. 

2 

In an occupational field where changes in technology 
frequently occur, an alternative to continually lengthening a 
course (and one not explored in this paper) is for a school 
tc offer training that upgrades individuals in mid-career 
rather than training that is designed to cover all aspects 
of the occupational technology. 
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1953 the Federal Communications Commission approved color 
•television broadcasting^-^ and in 1954 the owner invested 
in all of the latest color television equipment, but at that 
time he could not convince potential students that there 
woiiid be plenty of jobs for people with training in. thiS; 
specialty. Only after several j^ears when color television 
becaifie more popular was the proprietor able to make good on 
his investment; 

A school operating in a highly technical area is 
subject to many unforeseen changes in technology and the 
ability of a proprietary school to operate Oxx the frontier 
of technological change requires flexibility and innovation.. 
As ^yie reviev7 the influences of competition £r6m public 
institutions and market conditions^ these same qualities of 
the school are. manif es1:ed. 

Competition with. Public 
Institutions " . , 

Ahbther source of external forces that influence 
proprietary schools is, the ypcational training offered by 
public institutions, the, central issue in Chapter III. 
Over the years, ETI has :been corifrohted Mth two distinctly 
different -developments in pubili?, vocational trairiing pro- 
grams- -the development of vocatibnal courses in the community 
colleges and the establishhent of a state training prograMi— 
and in both instances there is no evidence that the public 
institutions impeded the success of this proprietary school. 
Nor, might we add, are our data^ complete enough^ in the 6 as e 
of comparison with the community colleges, to maintain that 
the relationship is complementary. 

In the 1960's ETI ran a very successful wiring and 
soldering course, and, for reasons explained in the next^ 
section, was virtually the only school offering such training. 
In early 19^3^ after ETI had offered its course for a year, 
the State Employment Service (SES) announced that it would 
provide free training in wiring and soldering for 200 persons. 



1 

jSlec tronic M arket Data B ook, 1973 (Electronic 
Industries "A'ssociation, ITasnington,^ D. C.^ 1973)^ p. 4. 
2 

It is not certain how many proprietary school 
students may have attended community colleges at one time, 
but their interest in ETI is evidenced by the fact that .one 
out of, every five "tear-off" inquiries are from current or 
past community college students^ who, according to the owner.,, 
say they are disappointed with the caliber of training, in 
the community colleges or that the training takes too much 
time. 
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SES had contracted with another proprietary school in Chicago 
to provide, the training.-^ Some of- the staff at ETI were 
apprehensive about the effect on ETI of the state-offered 
fre,e training. In an overall evaluation of the course, 
undertaken in hopes of avoiding an enrollment decline, the 
owner discovered that operating costs were not being covered 
by tuition revenue of the program and decided that either the 
course v/ould have to be discontinued or tuition raised. The 
6v/ner^ }!^hile concerned, was not convinced that the SES train- 
ing would, siphon off more of the school's potential students 
(see Figure 5).. He knew that his program had a good reputation 
among the students- and- among employers. He provided good 
training and graduates got jobs. He dc-cided to raise the 
tuition from $89 to $139^ for the same course. 2 Enrollments 
did not decline, in fact after several months they climbed 
and soon surpassed the earlier peak. Possibly the course 
represented a superior product for which there were no 
adequate substitutes. The course could have offered better 
training, such that employers preferred the proprietary school 
graduates to those of th§ SES training, and the students, 
knowing this to be the situation, were willing to pay con- 
siderably more, if necessary,, to get what they wanted, i.e., 
a high probability of employment at a specified wage. The 
rise in enrollment shortly after the tuition increase is 
probably coincidental. Mere likely enrollments would have 
risen- anyway. The enrollment dip in I963-64 probably repre- 
sents the initial response to the SES training and an 
information or "feedback" and training lag between industry 
and the students. Before a shift occurs of students returning 
to ETI,. students must take the SES training, find employment, 
hold employment long enough for industry to evaluate their 
work and then have industry's hiring practices refle.ct the 
pjToductivity differential and have that information transmitted 
to other prospective students. 



For some u.ikno\m reason, ETI was not notified that 
SES wd.s letting bids for the contract and never had the 
opportunity to bid for the contract.. <^ 

2 

Conrentional theory of the firm assumes that the 
firm sets xtz price to maximize profit, but this 56 percent 
rise in^ tuition for the same course and the subseque^it rise 
in enroHnrents' suggests that the school owner may not always 
iknovr .whai; Hie i/ptim'al prj.ce is. 
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Figure 5. Qui..i,erly matriculations (computed from a 5-quarter 
moving average) in ETI's wiring and soldering 
course (based on a 20% sample) 
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The situation existing between community colleges 

and ETI is less clear • The institutions may differ in the 

product they offer and in the type of student they attract. 

Less, disagreement surrounds the issue of what the schools 

off er/ ^particularly in terms of curricula. Kincaid and 

Podesta in 1966 were the first to point out that proprietary 

schools- offer shorter courses and more flexible programs. ^ 
♦ 

Less certain is the issue of who is attracted by each 
institution. A study by the American Institutes for Research 
found that there were no significant differences, among/ student 
characteristics in vocational proprietary and non-proprietary 
schools, but the inclusion of non-profit private schools with 
public junior colleges may have blurred the differences in 
student characteristics of the two groups of schools. Well- 
ford Wilms in Proprietary versus Public Vocational Training 
found that proprietary school students have a lower socio- 
economic background and educational achievement prior to 
entering vocational school than^ do students in community 
colleges.^ In contrast, a study issued by HEW Vocational 



A complete determination of the relationship between 
the two types of institutions requires evaluating differences 
in student input, curricula, output (occupational attainment), 
and costs. Various studies have estimated student and curric- 
ular differences, often with mutually contradictory results • 
W. Wilms is attempting to determine the differences in occupa- 
1:ional attainment and earnings, and once we have determined 
v^hat these differences are, we will then be in a better position 
-:o .^eigh the costs of the differences*. Already there are some 
ir ^ications that cost differentials are substantial and that 
the content of training in several instances is comparable. 
In 1970 the Institute of Naval Studies published a report 
showing that the U.S. Navy could procure electronics technicians 
at less than half the cost of in-hou3e training ($l400 versus 
$2900) through contracts with proprietary schools. (David M. 
O'Neill, Meeting the Navy's Needs f or _Technically- trained 
Per sonnelj Alternative . Procurement Strategies . ) In Chapter V 
vie show that private cosmetology schools provide similar train- 
ing to that of the community colleges for less than half the 
price of the public schools. Indeed, the Chicago Dally News 
f April 13-1^, 197^) in a recent series on public vocational 
education estimated the the public "school system spends 
about $1200 a year per ^ .udent in teachers' salaries alone in 
its cosmetology programs hile the average private school can 
provide the entire training for less than $600. 

2 

H. Kincaid and E. Podesta, An Explorat or:/ Survey of 
Proprietary Vocational Schools 



W. W. Wilms, Proprietary versus Public Vocational 
Training . ' ' 



73 



Review Task Force (1970)^ which was based on .data from the 
Belitsky and the Kincaid-Podesta studies., suggests that the 
proprietary school student is a "higher quality" input than 
his counterpart in the community college.-'- If vie accept the 
proposition that differences exist between the student bodies 
of the two institutions., the recurring question is whether 
the populations from which the schools draw their students 
are sufficiently distinct so that one institution does not 
increase its enrollment only at the expense of the other 
institution. In this instance it appears that ETI has satis- 
factorily maintained its level of enrollments in the face of 
rapid growth of the community colleges. 

The number of students in public post-secondary 
occupational .programs in Illinois in 1966 was less than 
4,000j in 1970 it was nearly 43^000— a ten- fold increase in 
five years. 2 But from 1968-69 to 1971-72, the years for 
V7hich we have information on community college enrollments., 
the number of students who enrolled in Chicago community 
colleges or in community cplieges- in the rest of the SMSA in 
courses that are the same as 6r similar to courses in ETI 
did not rise, as did the overall trend.. Table 19 shows that 
the Chicago and SMSA community college enrollment in TV/radio, 
heating and cbolingj and electronics courses varied widely 
from year to year, but the relative enrollment in a particular 
course varies inversely between the two institutions. That 
is, TV, ETI's most popular course, has had no enrollments in 
the comm'inity colleges for the last two years, and electronics 
technology, the most popular course in the community colleges 
(of the courses offered by both types of schools), is the 
course with the lowest enrollment at ETI. Unfortunately, 
t-iic lack of information over a larger number of years and 
Ihc lack of a more definite year-to-year trend bar us from 
suggesting causality between enrollment fluctuations of the 
proprietary school and the community colleges. Overall, 
enrollments in the community college programs and in ETI 
(see Figure 6) have fluctuated considerably, with a net in-r 
crease in the four years of approximately 30 percent in the 
community colleges a;nd no definite trend in ETI. Whether 
enrollment in ETI would have increased more without the 
community college programs is not discernible, but it is appar- 
ent that enrollments in ETI courses also offered by the 
community colleges have not been depressed. 



1 

Susan E. Johnson, Proprietary Education; A Search 
of the Literature . " 

2 

Third Biennial Report 1969-1970 , Illinois Junior 
College Board, March 1971, p. 15, and Statistical .Det ail- 
Disbursement o f Funds and Oc cupational Enrollment , ^uly~l . 
iy6l3-June 3C, 1955, State of Illinois, Board of Vocational 
Education and Rehabilitation, Division of Vocational and 
Technical Education, Part C. 
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Labor Market Conditions 



A person's .decision to take training is based on an 
individual decision model. The decision involves^ weighing 
expected costs associated with training and expected returns 
offered in the marketplace as a result of the training. 
When aggregated^ indi-v Idual demands for training form the 
school's demand curve. This demand for schooling^ however^ 
is a derived demand^ existing only through the marketplace 
demand for individuals with a particular skill. In this con- 
text^ a school's demand ciirve^ the- aggregatipn of individual' 
demands for training^ is also the aggregation of individual 
supply prices at which an individual will enter an occupation 
or training for ah occupation. Thus^ focusing on the in- 
dividual's decision to take training^ and not the decision, 
of a firm to offer training^ the relevant concepts are demand 
for skilled labor (determined in the marketplace) and supply 
of trained individuals to the marketplace. To the extent 
that, training occurs in the schools^ supply can be evaluated 
in terms of aggregated individual demands for school training 

In making a decision to purchase training the, prospec 
tive student weighs the present value: of expected costs of 
training with the present value of the expected increase in 
returns accruing from that training. Expected costs consist 
of direct and indirect costs: direct costs (considering 
only monetary costs) are primarily tuition^ and Indirect 
costs^ foregone earnings. Assuming that the (3.ecision is 
made at the^ point in time at which training begins, the 

present value of the student's costs ^-i. (JJ^ (J^J^fe where 

= the wage foregone or the wage rate available if the 

student chose not to take the contemplated training; 
T = tuition; t = the time period; n = the last year of 
training; and r = the discount rate. 

In similar present value notation^ the value ^ of 
the training is; 

3« 
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where W = the expected wage available with the training and 
c 



ji- the last year of earnings. 




Representing the two components of costs by <\pJw v 
and iCTr^^^JT^* } a student will^take a training program 

provided (y*Uvi*iT)J> tV-(iv(^*iT)] where is the contem- 
plated course^ and 'i* is any other alternative.-^ 

To adapt the individual decision model to available 
empirical data some modifications are necessary. Wage data^ 
although from a time series, are point o'bservations of 
earnings and not earning streams or present values of income 
streams. Furthermore, we assume discrete increments between 
wages for various levels of training. In this analysis 

is the initial wage of a trained laborer, and W is the average 

a 

wage available in an alternative occupation presumably not 
requiring the training. Because the earnings profile of the 
worker with is relatively fiCat compared to an individual 

with (who receives more increasing v/ages for his increasing 

productivity) and because is measured at some intermediate 

point on the earnings profile while is measured at an 

initial point on the earnings profile, ujing the wage rates 
as proxies for the present value of expected earnings streams 
therefore understates W to a greater extent than it does W . 

Empirical results ;^ill understate the importance of the wage 
difference : . 



Analysis of demand for training is based upon time 
series data available for the number of matriculations in 
ETI^s evening TV course (excluding the Spanish program — see 
Pigure 1 for matriculation levels), the ms^jor component of 
the school's curriculum throughout the school's history. 



1 

Determination of the number of individuals choosing 
a particular program "/ill depend upon jndi-'/idual preferences 
and abilities. 
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Demand for ETI training (supply of students to the 
TV-repair field), measured by the flow of matriculants, is a 
function of the expected wage in the field, W^y, and the wage 

available elsewhere, ( without the training). 

W.j^ should be positively related to demand for training, and 

^^p^y negatively related. Cost, both in terms of tuition and 

the length of time spent in training (duration of foregone 
vxage), should be negatively related to demand. Per capita 
disposable personal income, a measure of ability to pay, 
should directly affect the level of enrollments. 

The structural equation for demand for training is 
the following: 

where M = annual number of matriculants in ETI's evening (non- 
Spanish) TV- radio repair course, 

Wrpy- = the hourly \^age generally paid to an inexperienced 

but trained TV repair technician in one of Chicago's 
largest electronics repair companies^ in 1958 dollars. 

W 1^ the average hourly earnings of production or non- 
supervisory v/orkers on private non- agricultural 
payrolls^ in 1958 dollars, 

L = length of the evening non- Spanish TV course in weeks. 
T = tuition, in 1953 dollars. 

Y ^ per capita disposable personal income in the U.S., 
in 1958 dollars and ^ >o y J and f <o 
and e = error term. x^^^ ^ 

These variables are the essential variables required in 
the demand equation; hov/ever, an ordinary least squares regres- 
sion analysis will produce biased estimates of the regression 
coefficients because enrollment is interrelated with the wage 



As mentioned earlier, we assume that because of the 
highly stable nature of the trade and technical schools supply 
adjustments occur through changes in school enrollment and 
that such changes are distributed evenly among schools offer- 
ing TV-repair technology. 
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paid TV service technicians. The flow of technicians into 
the marketplace will affect the relative scarcity of technicians 
and thus the wage that industry pays to attract the technicians. 
To eliminate the bias caused by the interdependence of enroll- 
ments and wages, a two-stage least squares regression analysis 
is employed. The results are presented in Table 20. ^ 

The results moderately support our propositions. Tuition 
is negatively related to demand, but length of training, the 
other aspect^of cost, has a slightly positive but insignificant 
coefficient.-^ Disposable personal ihcor.»e and earnings in the 
TV repair field have the expected positive coefficients, but 
the strongest relationship is that between alternative wages 
Sixid enrollments. Significant at the .05 level W has a sti-ong 

negative effect on demand. It appears that the major deterent 
to enrolling in school training for TV repair work has been 
the relative rise in earnings offered in other occupations. 



1- 

The bias is attributed to the lack of independence 
between the error term and Wrpy. Dependence results from Vl^ 

being a function of M and the residual. When ordinary least 
squares is used, the residual in the Wrpy function is pooled 

with the error term in the M function. Two stage least 
squares corrects for this bias by removing che stochastic 
effect in the Wrpy function. The procedure is to regress Wrpy 

on all exogenous variables within the system and then to sub- 
stitute the estimated Wrpy values, free of any error term, j....-o 

the M function. 

The wage paid trained technicians is based upon the 
need for technicians, and need, we assume, depends upon the 
relative scarcity of technicians which in turn is a function 
of the n-omber of available technicians ,(M) and the number of 
television receivers needing servicDTig. As a proxy for the 
need for TV servicing, the percentage change in the U.S. stock 
of television receivers (S) is used in the equation of demand 
for technicians. Thus Wrpy is regressed on S and the other 

^ogenous variables; the estimated values of Wrpy are then sub- 
stituted into the M equation in place of the actual Wrpy values. = 
2 

Appendix 3 gives the correlation matrix for the 
variables and the results of some other modified regression . 
equations. 

^Length training is both a quality and a cost variable 
and the coefficient measures the net effect. The positive co- 
efficient may mean that a longer course contributes less to costs' 
than to returns (expected wages). Since the TV program, is taken 
in the evening, foregone costs generally equal the value of 
leisure time, usually considered less than the value of time 
spent in employment i 



T.ABLE 20 



REGRESSION OF ENROLLMENT ON WAGES, LENGTH OF TRAINING, 
TUITION, AND DISPOSABLE INCOME, 195^-1972^ 



Ordinary Least Squares . Two-State Least Squares 
• ' Estimated " Estimated 

Variable Coefficient t-statistic Coef ficienf" t-statistic 



w . 


7,030 


2.06 


20,100 


1,40* 


TV 








"a 


-24,100 


-2.91 


24,700 


• " -2.04** 


L 


.049 


1.40 


.0332 


0.63 


T 


-17.3 


-1.51 


-10.5 


-0.58 


Y 


l4o 


2.02 


144 


1.43* 


Constant 


134 


1.41 


-107 


-0.38 




.68 




.32 




Durbin- 


1. 88 




2.01 




Watson 











-Statistic 



* = significant at the .10 level 

*^ = significant at the .05 level 
a 

Tv/o variations were made to the equation system but 
both were omitted because they resulted in no substantial 
change in results. One v/as the inclusion of the male unemploy- 
ment rate as an explanatory variable. The coefficient's 
t-value was close to zero. The other change was an adjustment 
to the S variable in the other equation. In the 1970 solid 
state technology reduced the number of repairs per set to 
one-third of the number of repairs on conventional sets. 
Obsnrvations for those years having solid state sets were 
ad,*;usted to express the number of sets in terms of repairs 
necessary for conventional sets. The adjusted figuras 
(placed in parentheses in Appendix 4) shov/ed a decreasing and 
even a negative rate of growth in the stock but did not suf- 
ficiently alter the regression coefficients to warrant further 
consideration . 
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The hourly v/age of the TV repair apprentice has risen only 
i.l percent in real terms-^ over a period of time when the 
average production worker's real hourly v;age increased 35»9 
percent (see Appendix 4), In sum^ it appears that, to the 
extent that ETI is representative of schools offering TV 
repair courses and possibly other proprietary schools, the 
argument that rising costs have been responsible for declining 
enrollments is erroneous. Rising disposable personal income 
has offset the increase in cost. The situation is more 
accurately attributed to a relative decjline in expected wages 
for people entering the TV repair field"^ — a situation over 
which the private school owner has little control. 

The three specific labor factors— unionization, 
equality of employment opportunity, and relative labor costs — 
have caused equally unavoidable changes in the school ^s 
curricula and serve to illustrate the difllcdlties that a 
technical proprietary school faces. 

Results of unionizing fruit harvesters were^ felt, 
strangeo-i enough, by Chicago proprietary schools. In the; late 
1950 's and early 1960's migrant fruit pickers f rom Mexict) 
worked, in the northern mid-west region. After finishing a 
season's work^ many of them with extended visas would stop in 
Chicago, especially during the winter, to obtain a trade be- 
fore returning to Mexico. For several years business in the 
Spanish language programs in TV and HC buoyed the school's 
enrollments (see Figure 7) • The training was quite success- 
ful with a 95 percent completion rate, and many times a 
brother of a student in a preceding year would enroll the 
following year* 

In 1965 and 1966, as unionization Bpread among the 
fruit cultivators and with local political pressure to hlTe 
nationals, employment opportunities for migrants dlminislied-*^. 
and thus the demand for the Spanish language programs at ifchs 
proprietary schools. ETI and the other proprietary stthoofbs-^. 
v;hile perceptive enough to capitalize^ on the situalrlon whCfe 
it existed, were helpless to prevent the enrollment declisia 
in the Spanish programs. 



1 

"The failure of apprenticeship wages to Iceep pace with 
other wages may be the consequence of a change in industrial 
training policy — industry- may prefer to train its own 
employees . ^ . * • ' ' 



Wages of oournejonen TV repair technici&*.ns have in- 
creased more than the apprentices' (28.3^ versus 1.1^) but 
still lag behind the gains of the production worker. 
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The incident ^of inequality of employment opportunities 
focuses on a racial situation that existed in the 1950's and^ 
similar to the unionization issue^ represents a situation that 
a school owner coiild easily overlook. In 1957- the owier of 
ETI believed' from reading, newspaper^ advertisements that thire 
was sufficient industrial demand to warrant offering a course 
in wiring and soldering. To insure that he was correct in his. 
Assessment and to insure that if he decided to run the course 
his graduates would get jobs, he contacted several large 
companies arid received- their assurance that they would- hire 
as many people as he could train. Using his past experience 
ill industry with mass production of electronics parts^, he 
designed a curriculum that would offer instructloh. to fit the 
rieeds of the companies. He began the course the same year. 
When the first graduates sought jobs with the complies ^ they 
wbre turned down. The graduates^ all women^ were black. At 
that time most companies' policies prohibited mixing black and 
white workers and there were almost no black firms in existence. 
Bmnediately he stopped taking new students and only with dif^ 
f iculty found employment for the women already trained^ 

Hov/ever^ five years later^ at the begiiming of 1962^ 
an executrve of an electronics manufacturing company remembered 
ETI' s wiring and soldering course and inquired into the pos- 
sibility of starting the course again. Feeling that the 
racial barrier in employment was less severe than it had been 
in 1957 and with the prompting from the industiy^ he again 
offered the course. This time it was an instant success. In 
the first quarter more than 100 women enrolled^ and enrollments 
grev; to a peak rate of more thari 200 per quarter in 1966 (see> 
Figure 5^ p. 72). The course^ which appealed almost exclusively 
to lower income black women^ many of them housewives^ was 
scheduled during days^ evenings^ and Saturdays to make it 
easily available. Classes generally met twice a week for 
eight weeks. Industry demand for people v/ith this type of 
training was so great that many companies hired students 
before they had finished the course^ and everyone viho sought 
employment was employed. However^ demand for the training 
stopped aQjnost as quickly as it started^ primarily -because of 
the third market condition v/e wish to mention^ relative pro- 
duction (labor) costs. 

In 1968 and 1969^ the demand^ after being heavy since 
the program's inception^ vanished. American industry recog- 
nized the relatively less expensive cost of Japanese labor and 
began importing manufactured components. As the o^dier said^ 
''The v;omen stopped coming almost sooner than the ads disappeared 
from the newspapers. " 



SCHOOL DECISIONS 



To this point we have shorn various market phenomena 
encountered by proprietary schools. Often their most appro- 
priate response is to adapt as best they can to the given 
isituation. This is what ETI did when it offered the Spanish- 
language courses for Mexican migrant workers^ and when.it had 
to wait for market "readiness" to offer its color television 
maintenance course and wiring and soldering course. But the 
school^ because it is not in a perfectly competitive market^ 
can eicert some influence over its destiny through aiteririg 
such things as its product and price ^ for exajnple^ when tuition 
v;as: raised for the wiring and soldering course in the face of 
apparent .public competition. The single most substantial 
change has been the intentional effort;, made only in the last 
few years to expand the school's jiroduct line by offering a 
day program. 

For the first 20 years of the school '.s operation^ its 
product was tailored to appeal to the motivated^ ambitious 
employed male who was willing to give up: his leisure time in 
the evening or oh Saturdays to attend classes. The owher 
simply believed that the kind of training he offered wp41d 
not appeal to the type of person who could attend a day-time 
program.. The change in his awareness came primarily through 
fij inquiries from community college student drop-outs^ and 
(2).^ expansion of government trairiing programs in which pro- 
prietary schools \iere beginning to share. 

The decision to offer a day program, the owner perceived 
v/piiid hot involve merely an expansion of the schedule^, but 
rather would mean enlarging the appeal of the school to in- 
clude an entirely different student accompanied by substantive 
product adjustment to meet the needs of the new students. In 
planning for a day program he, reasoned, that students available 
fov full-tim^ day classes are usually unemployed^ ^either 
people seeking work or those unemployed out of choice^ often 
because they are continuing their education. Members of this 
latter group--many of them recent high school graduates^ 
military veterans^ and students transferring from other train- 
ing schools— are likely to be younger^ less financially 
independent and in some cases more attuiied to schooling and 
academic programs than the presumably older^ possibly less- 
educated^* employment-experienced individuals v/ho attend even- 
ing programs. 

To attract this different student the ovmer enlarged 
the curricula^ Increased the school's "visibility^" and 
lessened the financial obstacles that often prevent or dis- 
courage an unemployed youth from attending school. As part 
of his efforts to broaden the appeal of the school^ the owner 
designed the electronics technology and electromechanics 
courses and offered them in the day program. The latter course 
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of instruction was made available with the ^awareness that some 
-of the potential day-time students might be people iopking for 
an alternative to the Junior or .community college* The course 
is ^iyen as a joint program between ETI and Roosevelt University 
aiid terminates in ah a^^^ degre^/ 

To increase the school's visibility arid prestige and 
as a prerequisite for participation in some federal government 
student aid programs^ the owner sought national accreditation^, 
in 1968 he receive;! accreditation from the National Association 
of Trade and Technical Schools (NATTS)_.^ one of the f^w natipnal 
accrediting agencies recognized: by the U.S. Office of Education. 

An inunediate consequence- of accreditation was: ETI's 
participation in 1970 in an Office of Education dem9nstratiph 
project^ through the Manpower Development Training Act^ t 9 up- 
grade -disadvantaged employees. The Office of/ Education con- 
tracted with the United Business Schools. Assdciatiori (UBSA) 
to train in private business.^, trade and technical schools 
approximately 1000 under- employed persons for promotion and. 
higher wages^ UBSA^ to provide the students with a greater 
choice of occupational training programs^ subcontracted with 
the National Association of Trade and Technical Schools 
ETiy as a member* of NATTS;, applied fpr participation^ and in 
April 1970 a class of 15 students began a six-^month heating 
and cooling course. Although the OE Project Upgrade was a 
demonstration- project not intended to be continued^ it was 
.considered successful and led to subsequent training activities 
in the proprietary schools .under the MDTA program. The 
initial participation in government supported training programs 
may well have served as a catalyst in the owner's 4^cision to 
offer a day program. Although the Project Upgrade students 
attended a night course^ the Project confirmed to him the 
possibility of a more diffuse student market for his product. 

To encourage the young student to attend^ by lowering 
financial barriers^ the owner applied for^ and received^ 
qualification as an eligible institution under the Federally 
Insured Student Loan and the Illinois guarajiteed loan programs • 

The response to the day program has been substantial. 
Since 1971 when the day program was instituted^ approximately 
half of the school's 600 enrollments have been in the clay 



Richard Fulton^ Final Report oh MDTA Project Upgrade ^ 
U.S. Office of Education (Contract # EC-0-9-100014-W2(335>)^ 
May 3^ 1971^ P* !• 
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■program. The. significant difference in age between the full- 
and part-time student (22.8 versus 26.7) indicates that, as the 
■owner suspected, the day program appeals to a group of people 
with- different interests and heeds than the evening students. 

The Impact., of the Day 
Student., on ETI 

ETI has been successful in offering its new product 
in terms of attracting day students, but. an overall assess- 
ment of the product cannot be made without evaluating the 
students and theii* performance, because tliey, while consumers 
of "the training, are also an important input. Their perform- 
ance constitutes part of the school's product package— provid- 
ing training, maintaining its reputation among employers and 
potential students, and assuring a high probability of satis- 
factory, employment for its graduates. 

Using completion: rates again, to compare day and evening 
and Saturday student performances, we find ambiguous results. 
The -data we collected came from a 20 .percent sample of student 
-attendance records,, over the history of the school, and, be- 
cause of our interest in a more detailed analysis of the cur- 
rent student population, from a 100 percent sample of student 
records- from 1971 to 1973. The data indicate that the ^ 
completion rate is directly linked to course length. Table lb 
showed that over the years the completion rate has declined 
as the course length increased and Table 21 indicates that 
students in the shorter day program (generally 16 weeks) have 
a higher completion rate than students in the evening courses- 
(50 weeks). For the 369 full-time students beginning between 
January 197I and December 1972 there were 230 or 62 percent 
graduating between May 197 and April 1973. For a comparable 
period of time, the completion rate for part- 
time students was 47 percent (Table 21) . 

Information obtained in ETI school reports show, that 
(1) completion rates have increased over time and (2) the day 
.and evening programs have similar completion rates. The i960 



When the day program began, the level of evening 
school enrollments dropped off. Concluding, however, that the 
day program was competing for the same group of students attend- 
ing the evening programs is probably incorrect. The owner 
claims that the evening school enrollment decline v;as an idio- 
syncracy of x'ecruiting practices. Representatives,- although 
they received a straight percentage commission on all sales, 
wer^ simply able to recruit day students easier than evening 
students and thus follov/ed the line of least resistance — 
resulting in less emphasis placed on evening programs. 
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TABLE 21 

COURSE COMPLETION RATES FOR ETI STUDENTS BASED ON A 
100 PERCENT .SAMPLE OF ' INDIVi-DUAL ATTENDANCE RECORDS 

FROM 1971 TO 1973 



Number Number Percentage- 





Starting 


Graduating 


Graduating 


day 

eyehiiig 

TV day 

TV evening 

HC day 

HC .evening 

ES day 

ES evening 

ET day 


369 
234 
198 
128 

117 
94 

23 

12- 
26 


230 
111 
110 
63 
91 
42 
12 
6 
16 


62.3 
47.4 
55.6 

49-.:2 
77.8 

44.7 
52.2 
50.6 
61.5 



Inclusive dates are from January 1971 to December 
1972 for starting and May 1971 to April 1973 for graduating.. 

Inclusive dates are from January 1971 to December 
1972 for starting 3 and. November 1971 to December 1973 for 
graduating. 



application for accreditation in NATTS reported that approxi- 
mately 67 percent of the students included in the sample 
graduated (Table 22^ Part A). In a sample of classes in 19723 
78 percent of the students graduated^ and this completion rate 
was^ the same for both day and evening classes( Table 22^. Part B)% 

The differences between the data collected from ^ - 
sampled individual records and school reports may be reconciled 
in Several ways. Firsts because we had to judge completions 
by the indicated dates of attendance^ there may be. variation 
betvxeen recorded and actual attendance. There appears 'to be 
a tendency to omit recording student attendance toward the 
end of a course; thus^ while some individuals may have actually 
graduated^ we recorded it as ah incompletei Second^ students 
who sign iip for a course and then never begin or attend for 
only a week may be deleted from the !School's^ tally in computing 
completion "rates. And thirds the school's figures^ based on a 
small sample^ are drawn from particular classes of students^ 
and may not be representative. 



TABLE 22 

,COURSE COMPLETION RATES BASED ON ETI ' s< REPORTS 



A.. Completion rates- for students due , to finish between January 
^ ■ 1967 .;£Uid' jinuary 1968^ 

Number Number . Percentage 



L'Vt 6 u; e c u roni c s. 


q8 


61 


62 iO 


C' 

Air-.cohd • rr ef rig . 




38 


73.0 


Tptal 


150 


99 


67 iO 


cpmpieuj-on raues 
Course 


lor s uucierxus- liij 
I9ti or 1972^ 
Number 

. Started. 


Number 
Completed 


Percentage 
Completed 


TV-day 
TV« evening 


21 
9 


1'7 
7 


81.0 
77.8; 


HC-day 
HCr Evening 


20 

9- 


15 
7 


75.0 
77.8. 


ES-day 

ES~ e^yening- - ^ ^ - 


4 
5 


3 
4 


75.0 
80.0; 


ET-day 


11 


9 


81.8 


Totalrday 
Tptal-evening 


56 
23 


44 
18 


78.6 
78.3 



^Source: ETI's Application for Accreditation to the 
National Association of Trade and Technical Schools, Document 
Bj Part -Vi, mrch I968. 

* 

Initially "electronics" was incorporated into the TV 
courses^ and only in more recent years has it evolved into a 
separate course. 

c ^ . 

Heating^ which had been a separate program; in the 
1950^5 and early 1960*33. was gradually fused with the cooling 
courses in the late 196o*s. 

^Source: ETI^s Self -Evaluation Report 5 January 19733 
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Prom, these differences in sampling it seems plausible 
that pur data- could have, underestimated the actual completiph 
rate of students,, but because the school data was drawn from 
tWo 'points in time.i'ather than over a continuous number of 
years ai:hd because a:il of our results for longitudinal and day- 
eyenihg, course donipl^^^^ rate differentials consistently 
indicate a higher completion rate; for shorter courses,^ we can 
reasonably assuine greater reliability in the relative levels 
of cbmpletion shown in/Tibles :i& arid 21 than in the relative 
differences in levels of compietton indicated in, the 1968 and 
1973 ^reports. Considering the sajnple results their sources 
and possible causes for deviations the most satisfactory 
interpretation seems to ^be (1:) that completion ra;te.s may be. 
higher overall thari. indicated ^.b^ 100 percent sample, 
(2) that comipletion rates have dropped as the course length 
has increased, and (3) that full-time students have higher 
ccMpletion rates than part-time students.. 

Whether or hot this assessment of completion rates for 
day and evening programs is correct, there are two factors, 
possibly working, in oppbsite directions, that :may influence 
conpletion. One is the course lengthvwhich is inversely 
related to the student completion rate; thus we could expect 
the relative frequency of completions, in the l6-week fullr 
time prograin to ^be greater than^ in the 50-week part-^time 
program. But differences in. student characteristics between 
full-time and part-time student^ could offset the Effect of 
the difference in course length if the part-time stiid^ht were 
more persevering, ihtelligent, or enrblled^ in easier courses,, 
than the day students. Unfortunately we have no objective 
indications of iheir aptitudes br abilities^, much less their 
motivation. A useful distinction, however, and one that may 
reflect capability and mbtivation differences among students 
is that made between students attending ETI with |)ubl±c aid 
assistance and those without aid., !Di past, years students were 
responsible for paying their own tuition, insuring to some 
extent that only highly motivated students attended. With the 
advent of the day program and public aid students it was 
t nought that the aid students might cause a deterioration of 
Commitment and interest among the student bodyi ETI niain- 
tained an "open door" policy for public aid students, accept- 
ing whoever the State Employment Service (SES) sent them, and 
thereby surrendering any control it might have byer ^student 
input. ETI was susceptible to whatever detrimental influence 
the aid students might introduce. 

The first class of aid students suffered the same short- 
coming evidenced and docuiiiented in other schools--the self- 
fulfilling prophecy. The first class was part of the U.S. 
Office pf Education dempnstration project in 1970 which provided 
training for class-sized groups of students under the Manpower 
Development Training Program. Students and teachers loiew that 
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the class was composed of disadvantaged public aid recipients 
and consequently both groups* expectations and subsequent 
performances were inferior to those normally established by 
the school and .its students. 

To, avoid pre-set failure conditions., subsequent public 
aid students were received- on kn individual referral basis 
from SES and were mixed into regular classes. ^ Since that first 
class, ETI has enrolled l44 public aid students in 1971 and 
1972. Available information indicates that the public aid 
students performed better than non^-aid students as measured by 
completion rates and their subsequent employment dispositions. 

Of the 144 aid students attending ETI in i97i and 1972, 
66.7 percent graduated, compared to only 53>3 percent of the 
non-aid students (see Table 23) i Part of the^ disparity is due 
to the difference between full- and partrtlme training but even 
when comparison is restricted to the fiill-time program (in 
which all aid students attend)- the non-aid completion rate 
rises to only .58.8 percent, still considerably lower than the 
rate, for public aid students. An often cited explanation f6r 

TABLE 23 

COURSE COMPLETION RATES FOR PUBLIC AID AND NON-AID 
STUDENTS FOR ETI, 1971 AND 1972 







Aid Students 


Non-Aid 
Students 


Total . 


Pull Time 
Students 


Enrollments 
Completions 
Completion % 


144 
96 
66.7 


226 

133 
58.8 


370 
229 
61.9 


•Part Time 
Students 


Enrollments 
Completions 
Completion % 




232 
111 
47.8 


232 
111 
47.8 


Total 
Students 


Enrollments 
Completions 
Completion 


144 
96 
66.7 


458 
244 
53.3 


602 
340 
56.5 



the high retention rate among government subsidized students is 
the incentive to continue receiving subsistence allowances. If 



Enrollment in different courses could also be an ex- 
planation for differing rat ^s of completion, but the data show 
that the distribution of students among courses was similar in 
both .ffr caps. Of the l44 aid students, 56 percent enrolled in 
TV, 34 percent in HC, 1 percent iri ES, and 8 percent in ET. 

For the rioh-aid students, the distribution ajnong the same 
courses was 53, 37, 7, and 3 percent. 
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this were the sole purpose for maintaining their attendance 
then ^ the objectives for wl ich the aid programs were established 
would 'hardly be justified^ howeVer, data oh subsequent employ- 
merit activities of t fie graduates do: hot support the notion of 
unusual "passive school attenda^ among aid students* 

Assuming that gainful employment is the primary goal 
of the goveniment agency in referring indiyiduals to ETI and 
of the students in attending school^ employment siiccess^ of 
graduates is used, as k measure of the effectiveness of the 
trairiing program. Table 24 gives the employment disDosition 
of students , recently graduated from the day program, Becdiise 
the sample is so small ^ ho importance can be attached to small 
differences in percentage and because the number of cases for 
which we have no, definite information Is a considerable per- 
centage of the total number of cases^^ the percentages in other 
categories could range, widely if ah accurate disposition were 
determined for all persons. Nevertheless, of the aid students^ 
36 percent were reported as. having received employment upon 
graduation; 27 percent of the hon-aid graduates received 
employment. The difference- is slight and could be the result 
of reporting procedures or of different methods used obr 
tain employment. Aid-students receive assistance from the 
school and from the State Emplpyment Service^ a joint service 
wrhich may result in greater placement effort: for aid students 
than for -non- aid students. In addition^ the fact that 4 per- 
cent of aid students and 8 percent of the non-aid students did 
not want employment assistance could be interpreted to mean 
that .(a) they had' already found or expected to find employment 
on their own, or (b) they wire not seeking employment. If 
(a) is correct then both groups do nearly equally well in ob- 
taining employment. The fairly large^ercentage of students 
for whom information is not available^ precludes conclusively 



Data for evening students is of no consequence be- 
cause nearly all of them are already employed. 

2 

Information on emplojrment status of students obtained 
.from the school's 1973 Self- Evaluation Report indicates higher 
employment rates than we observed from the sampled attendance 
cards. Again^ as with the data on completion rates^ student's 
status may not always be entered on the card^ especially If 
the school obtains the information after the student has- left 
the school. The table below shows that only 12.4 percent of 
the graduates were not working or may not have found work. 
Considering the large percentage of students for which inform- 
ation is not available in Table 24 it is quite possible that 
if these students did find employment the percentage in our 
sample of students working would be nearly the same as the 
figures reported in the school's report, ih another survey 
although the number of responding institutions was very small^ 
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TABLE, 24 



EMPXOYMENT DISPOSITION OF DAY STUDENTS GRADUATING 
FROM 1971 THROUGH, APRIL 1973 



PLibli'c Aid Students Non-Aid Students 



Disposition 


Number 


Percent 


Nuinber 


Percent 


Employment Received- 


30 


30.3 


■ 3^ 


27.3 


Already eihployed 


2 


2.0 


4 


2.8 


Does Nbt^ "Want Job 
Assistance 




•4.6 


12 


8.4 


Ineligible for Job 
Assistance^ 


4 


4.0 


10 


7.0 


Uriemp ioy e d 










Miscellaneous 


7 


7.1 




8.4 


Information not 
Available 




62.5 


60 


42.0 


Total 


99 


99-9'^ 


l43 


100.0 


^Some students 
completed* 


receive 


jobs before 


the cours 


e is 



1^ 

students are ineligible if they owe tne school money, 
are foreigners,, or finished zhe course but failed. 

^Contains students continuing their schooling and those 
entering the militaryi 

d 

Rounding error accounts from the deviation from 100, 



the schools surveyed by the American Institutes for Research 
also indicated that about the same percentage (11. 9i) of students 
do not get employment or go on to further schooling. 

Employment Disposition of Graduates From Five Classes 
in ETI in 1972, Drawn from ETI's Self -Evaluation Report ^ 

January 1973 ^ p. ' " ^ 



Placed Sefore Graduation 
Within 30 Days of Graduation 
Within '66 days of Graduation 
After 6o days 
Military 

Other ^ Occupations 

Unemployed 
'Unknovm 

Total 
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Number 


Percentage 


11 


10/5 


51 


48.6 


• 17 


16.2 


5 


4.8 


3 




5 




6 








" lo} 


100.2 
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determining whether one group of students performs better than 
the other* But our data do indicate, contrary to some popular 
notions, that public^ aid students are not necessarily perform-r 
ing less well than non-aid students • 

OVERALL ASSESSMENT 

We have seen ETI successfully anticipate, and adjust to 
industrial demand and enter a new market area, the day-time 
pi irejay without apparent deterioration in product.. But thd 
final success of a proprietary school, as with any profit- 
motivated firm, is measured in terms of its profits.-^ Simply 
increasing the number of students by offering a day program 
does not guarantee a more successful operation. Profits 
depend on the relationship between revenue, a combination of 
.students and tuition, and costs, with greater profits occurring 
ceteris, paribus j by lowering unit costs or raising, revenue. 
An effective way to reduce unit costs is to increase volume 
-so that overhead costs ire spread over a larger number of units 
as would be the case in using the plant for more hours of the 
day or operating classes with a high student- teacher riatio. 
Raising revenue often involves incurring further costs for 
such things as advertising, recruitment, or curricula modifi- 
cations to attract more students... Before viewing the school* s 
rather volatile profits it is instructive to see what changes 
in budget item expenditures and receipts underlie the sharp 
changes in profits. 

Not surprising is the paucity of data from proprietary 
schools indicating how costs and revenues vary to determine 
profits. Proprietary schools by definition are privately 
owned ahd-are as reluctant as any other privatv^ competitive 
firm to disclose publicly their financial expenditures and 
assets. Furthermore, a school simply may not have the inform- 
ation. In a study of proprietary and non-proprietary schools 
by the American Institutes for Research in the Behavioral 
Sciences, the authors indicate that they were unable to make 
a financial evaluation of the schools, . . difficulty was 
continually encountered in attempting to gather data regarding 
school finances. * In fact, 38 out of the 55 participating 
schools could provide no data in this area . . . the data v/ere 



Proprietary schools are often criticized for being 
^^profitroriented, " as though the phrase automatically implied 
that schools behave irresponsibly by cutting comers on 
services provided to the student in order to make a profit. 
Yet educational accountability, something new to public school 
systems, has always underlain the operations of proprietary 
schools; a profit margin is a valid indication of the success 
of a school in meeting the needs of both industry and the 
public. 



simply unavailable or indefinable in any consistent manner." 
Only through the generous cooperation of the ovmer of ETI do 
we have financial information on the school's expenditures 
from 1965 to 1972.^ ^ 

Since 1965 the most prominent, aspects of the school? s 
operations have been (1) the expansive but concentrated program- 
in wiring and\ soldering in the 196o^s and (12) the day program 
which represents a diversification of product and increase in 
total enrollment* 

In the case of the wiring, and soldering course, the 
year (using a fiscal period from June to May to coincide with 
the financial data) of peak enrollment was I966 (see Figure 5, 



American Institutes for Research in ;fche Behavioral 
Sciences, A Comparative . Study of Proprietary, and Hon- Prop r^^^^ 
Vocational Training Programs 1: 41J. It is also interesting to 
note, as was shown in the introductoiy chapterj that financial 
informatioh on, the private school industry as a whole is very 
incbmplet,e. Although each school is required: by Illinois law 
t6 file afi annual ^jpplication, much of the rinsihcial data re- 
quested is simply not supplied. Some schools submit state- 
ments of parent corporations, which is satisfactory for the 
needs of the Office of the Superintendent of Public Bistruction, 
but may not even mention the school in its report and of course 
is useless for our purposes. 

2 

The data are presented in rather aggregate form and a) 
few caveats should be entered concerning interpretation of the 
figures. (The information was extracted from^armual, unaudited 
statements of income based on cash flow*) First, certain 
figures have been arbitrarily proportioned among categories of 
expenditures; for example, salaries are listed in the school's 
statement as a single item. Upon consultation with the ov;ner, 
we have assigned 60 percent of thosel costs to instructional 
expenditures and the balance to admiriistrative expenditures. 
Second, the costs of some activities cannot be properly 
identlxied. For example, although ^the principal cost in re- 
cruitment is the salesman's commission, there is also some 
administrative cost associated with recruitment but no- prac- 
tical, way to identify what part of administrative activities 
are spent on recruitment. And third, reported profits may 
not always be a true reflection of the schoor's profits. 
Because the ovmer is able to establish his own salary from 
year to year, he is free to withdraw salaries of varying 
amounts. If we assume that during more prosperous years he 
draws more than during less prosperous years, then re^Sorted 
profits understate the actual volatility of profits. .Even 
with these limitations, some interesting observations are 
possible. 
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72). In a year of particularly high- enrolQjneht and student 
concentration within one program^ we might expect higher 
revenue from the larger number of students^ higher instructional 
costs relative to other years as more teacher hours are needed 
to provide the instruction^ but lower instructional costs rela- 
tive to total revenue because of reduced unit cost made possible 
by operating at a higher student-teacher ratio through in- 
creased volume. The figures in Tables 25 and 26 support our 
expectations. Total revenue, well above other years, is sur- 
passed in amount only by the revenue in 1972 (Table 25). 

TABLIS- 25 

Eti REVENUE AND EXPENDITURES FROM I965 THROUGH 1972 



. EXPENDITURES. 
Total Recruit- Inst rue- Admini- Over- Adver- 



Year 


Revenues 


merit 


tion 


stration 


Head, 


tising 


1965 


106.0^ 


100.0^ 


100. OJ^ 


ioo.o^ 


100.0^ 


100.0^ 


1966 


138.4 


117.5 


118.1 


116.1 


124.8 


108. 6 


1967 


123.1 


114.9 


104.9 


105.2 


110.9 


102.5 


1968 


108.3 


105.6 


109.9 


112. 3 


102.1 


118.1 


1969 


103.9 


100.4 


115.7 


131.9 


105.8 


74.2 


1970 


117.1 


136.7 


111.4 


120.2 


114.1 


66.4 


1971 


,117.3 


141.4 


111.3 


122.2 


120.5 


il3.6 


1972 


193.1 


173.1 


160.2 


160. 2 


119.1 


118.4 



^The dollar amount for each year (June 1 to May 31) 
is deflated to 1958 dollars and then^ to prevent specifying 
kctual amounts^ the figures are converted to percentages of 
the amount in 1965* 



Similarly^ instructional costs v/ere higher in I966 than in all 
years except 1972^ arid yet instructional costs as a percentage 
of total revenue were lower in 1966 than in most other years 
(Table 26) • 
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TABLE 26 



DISTRIBUTION OP ETI EXPENDITURES AS PERCENTAGES 
OP TOTAL REVEltUEj. I965 THROUGH 1972 



Year Recruit- Instruc- Admini- Over- Adver- Profit, 
merit tion st ration Lead tising 



1905 


14.8^ 


42.4 


27.2 


11.5 


7.4 


4.1 


1966 


12.5 


36.2 


22.9 


10.4 


5.8 


17.9 


1967 


13.8 


36.2 


23.3 


10.4 


6.2 


16.3 


1968 


14.4 


43.0 


28.3 


10.8 


8.1 


3.3 


1969 


14.3 


4Y.2 


34.6 


11.7 


5.3 


-7.8 


1970 


17.2 


40.4 


28.0 


li.2 


5.1 


3.3 


1971 


17.8 


40.3 


28.4 


11.8 


7.2 


2.5 


1972 


13.2 


35.2 


22.6 


7.1 


4.5 


22.2 




^Horizontal summations 


of percentages do not e 



V V V w -m^ ^^m^ — — ^—y _ ~ W 

a separate entity and an element of recruitment and 
(2) rounding percentages • 



Assessing the outcome of offering the day program 
requires examining the expenditures and revenue associated 
viith that program* The school diversified, its product line 
as an attempt to attract more students and consequently more 
revenue^ but the diversification itself involves higher costs ^ 
some of them start-up costs* For example, the school ovmer, 
anticipating that the day student would have a greater need 
for financial assistance, sought to become eligible for govern- 
ment student loan programs. While participation may eventually 
insure revenue to the school via greater student enrollment, 
there are costs attached to participating in these programs. 
One of the common problems initially faced by a proprietary 
school is the cost of applying^ which involves submitting 
lengthy application forms and a certified audit which costs 
several thousand dollars* Unless the school expects to attract 
a nuifiber of students through participation in the program 
initial costs may be prohibitive. For example, the process of 
becoming an eligible lender under the Federally Insured Student 
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Loan (FiSL) program is illustrative. Accompanying the detailed 
application form must be a certified audit which may cost up 
to $5^000 for a medium-sized school. If the application is 
approved^ then the school's credit limit is established by the 
FISL program^ based on such things as the school ^s size and 
whether it is a new membisr^ and FISL also sets the ceiling on 
the interest rate that the lender institution can charge. If 
interest rates go above- FISL rates^ then the lender may pay 
the difference itself^ or decline participation. Thus^ to get^ 
say;, a $30^000 line of credit a school such as ETI may have tQ 
spend up to 20 percent of that amount to apply and participate 
in the prograin. Similar problems are encountered in partici- 
pating in the federal Manpower Training prograin. 

The net result is that marketing a new product in- 
volves not only increased instructional costs and typical 
overhead costs^ but also unique costs associated with entering 
a particular market. Making the new product sufficiently 
attractive to the potential students who would be attending 
the day prograiii required that Eti be eligible to receive 
government aid students and be able to service non-aid students 
v;ith need for financial assistance. She decision to offer a 
nevj product^ thereby enlarging the school's market^ involves 
careful v/eighing of costs and benefits to the school. 

With the onset of the day program in 1971^ pne would 
expect many of the school's costs to rise relative to earlier 
years^ especially those costs associated with offering a new 
product and vrLth attracting nev7 students ^ such as administrative 
recruitment, and advertising costs. But if the school is 
successful in increasing its enrollment, as it has been, then 
some costs should decline as a percentage of total revenue, 
particularly overhead costs . The major item of overhead costs 
is rent, v/hich is relatively constant regardless of whether 
the facilities are used a few hours each evening or all day. 

Table 25 shows that most costs did increase in 1972 
relative to the previous year, especially recruitment (+23^), 
instruction (+44^) , and administration (+31^) . Revenue was 
nearly tv/ice what it was in 1965, but, curiously enough, nearly 
the same in 1971^ the first year of the day program, as in 
1970. Part of the explanation for the flat revenue in 197I is 
that, although the day program v/as introduced in 1971^ much 
of the increase in revenue in calendar year 1971 is reflected 
in the 1972 revenue figure because the fiscal reporting year 
begins in June 1971* Furthermore, the nearly 50 percent 
increase in tuition in the beginning of 1971^ v/hich accounts 
for some of the revenue increase in 1972^ also helped to keep 
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revenue up in 197I by partially off-setting the general decline 
in. Enrollments throughout that year. 

During the 1965-I972 period, I969 was the only year the 
school -had a deficit and it appears that the causes were a 
slight, decline in revenue resulting from a reduction in the 
■number of students (see Figure 6 and footnote 1, p. 99) and 
increases in instructional and administrative costs. Actually 
these increases are probably the result of a 11 percent in- 
crease in salaries for instructors and staff and a one-time 
increase to the school's officer. The reduction in instruc- 
tional and administrative costs in the following year (1970). . 
is- not the result of reducing salaries, but the consequence of 
reducing, the compensation to the officer. (Because instructional 
salaries are computed as a percentage of salary amounts, a 
reduction in the officer's pay is reflected in instructional 
costs.) It is also interesting to note that expenses for 
advertisement (Table, 25) are. probably the most variable costs 
since it is the item most curtailed in the deficit year. And 
recruitment costs, paralleling the nmber of commissions made 
by salesmen for recruiting students, are expected to decline 
viith enrollment. 



Enrollment figures for 1970 and 1971 may contain 
sampling erroi-s. .School enrollment tallies indicate that 
there was a slight drop in students in 1971^ tiut not as severe 
a droT) as our samole suggests. The estimates we- obtained 
(from" a 20 percent sample) for the years from 1965 to I972 for 
the TV, HC,'SS, and ET courses are as follows: 

1965 1966 1967 1968 1969 1970 1971 1972 
135 230 115 165 150 385 165 3^5 

Information compiled on a different basis by the school 
is difficult to interpret in bur context because the students 
v;ere tallied by student status ("drop-out," "no-start," or 
graduates) by year. For example, referring to the table below 
that contains the school information of students' status, if, 
of three students who enroll in 1970, one never st?rts, another 
quits in 1971, and the third graduates in 1972, each student 
vrauld be tallied in a different year although all three began 
in 1970. 

Status 1970 1971 1972 

"no-starts" 132 103 135 

"drop-outs" 33 34 28 

graduates 180 153: 211 
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When we. combine the costs and revenues of ETI and 
evaluate the profitaljility of the school's operations, Table 
27 shows that 1966 and 1972, the two years coinciding with the 
school's greatest concentration of students ^d. thin a curriculum 
and -expansion of enrollments, were the school's most profitable 
years.,. More striking is the great variation in profits. 
Profits in 1966 we're over 6 times as great as in 1965, and from 
1971 to 1972 there was nearly a 15-fold increase. Perhaps such 
volatility of profits is a capsular commentary on the sensitive 
role that proprietary schools fill in responding to continuously 
changing market and technological conditions. 

TABLE 27 

ETI REVENUE AND PROFIT FROM I965 THROUGH 1972 
(COMPUTED AS IN TABLE 25) 



Year Revenue Profits 



1965 100.0 100.0 

1966 138.it 602.6 

1967 123.1 ^86.8 

1968 108.3 89.5 

1969 103.9 -197.^ 

1970 117.1 9^-7 

1971 117.3 71.1 

1972 193.1 1042.1 



100 



• ' '114 



CHAPTER V 



THE COSMETOLOGY SCHOOL iNDUSTRY 



This chapter;, composed of three sections^ examines 
cosmetology schools in the Chicago SMSA as axi ^economic entity. 
Section I is a short general description of the industry and 
its students. Section II examiries the industry through, 
longitudinal data^ focusing on three facets of the industry^ 
the factors of demand for training^ particularly the influ- 
ence of the unemployment rate and- foregone earnings; supply 
adjustment through changes in. the number of schools; aiid the 
relation of non-proprietary cosmetology schools to proprietary 
cosmetology schools. An examination of variations^, particu- 
larly price variation^ within the cosmetology industry, using 
cross- sectional data, constitutes Section III. 

SECTION I: A General Description 

Cosmetology in Illinois 

Cosmetology in Illinois^ is a licensed occupation. 
The prospective cosmetologist must pass a written and a 
practical state-administered examination to receive her-^ 
license for a nominal fee. A prerequisite for sitting for a 
state examination is either successful completion of a state 
approved course in beauty culture that meets state standards 
governing the curriculum, or completion of an apprenticeship 
program. Licenses must be renewed annually for continued 
eligibility to practice. A person wanting to return to 
practice after allov/ing her license to expire for five or 
more years must take the state examination again. Up to 
that time, back payment of the annual license fees is suf- 
ficient to obtain a current license. Consequently, many 
v/omen, deciding to quit but thinking they may wish to return 
to practice, continue to renev; their licenses rather than 
incur the greater burden of re-passing the examination. An 



Men oc'casionally enter cosmetology, but the vast 
majority, (90 percent or more) of cosmetologists are women. 
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indication of the proportion of licensed to practicing 
cosmetologists is given by the fact that in 1969-70 there 
were 78^4d4 renewals issued, although the U.S. Census re- 
ported only 23,089 females in Illinois with earnings in I969 
as cosmetologists*? 

Entry into the occupation is generally limited to 
those who pass through the proprietary beauty schools • Of 
the 7,300 students in Illinois entering cosmetology training 
in 1972, about 7 percent enrolled in cosmetology programs in 
community colleges or public high schools, and a smaller 
percent began an apprenticeship • Approximately 90 percent 
attended proprietary schools. 3 

The Cosmetology School 

Table 28 shows that In I966 there v/ere 2^77 beauty 
culture schools in the UvS. and that 6,1 percent of them 
were in Illinois. In January, 1973-^ of 159^ beauty culture 
schools in Illinois, 56 percent were located in the Chicago 
SMSA v;hich. contains 62 percent of the State's population of 
females over- 17 years of age.-^ 

d?urtion rates in private cosmetology schools in the 
Chicago area during the summer of 1973 were as low as $200 
and as high as $1300, but 67 percent of the schopis charged 
"bstvzeen $400 arid $700. Revenue of cosmetology schools from 
educational programs is often supplemented from, sales of 
cosmetic supplies and by business brought in by regular 
parisrons* Unlike many other types of vocational schools, 
cosmetology schools do not overlap into other areas of 
training with the possible exception of a few schools that 
incorporate personality development or personal fashion into 
their programs. 



"Examining Committees and Licensing Statistics, " 
(Illinois Department of Registration and Education. Spring- 
field, 111., n.d. 
2 

U.S. Department of Commerce, Bureau of the Census, 
1970. PC(1)-D15 Illinois, p. 1114. 

^"Examining Committees and Licensing Statistics," 

op . cit . 

4 

Computed from the daily enrollment sheets, Beauty- 
Culture Section, Illinois Department of Registration and 
Education. 

5 

Bureau of the Census, 1970* PC(1)-D15 Illinois, 
table 143. 
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TABLE. 28 



NUMBER OF COSMETOLOGY SCHOOLS, STUDENTS, 
AND PRACTICING COSMETOLOGISTS 



Cosmetology Practicing 
... Schools, , Students Cosmetologists 

li'linois 151^ 7.556^ 23^089^ 

u^s- 2^477^ 272,^1.70^ 253:,40O^ 

:Ratib 6.1 2.8 9.1^ 

.^111. /U.S.) 

percentage 



Notes: 

The figure is weighted by the monthly number of 
schools^ v;hich ranged from l46 to 158. Soured: Computed' 
from the Illinois Department of Registration and Education 
records.^ I966. 

^Actual number of students enrolling in cosmetology 
training in 1966* Source: Computed from Illinpis Department 
of Registration and Education records. 

^Females with earnings in I969 as cosmetologists. 
Source: U.S.. Census, PC(l)-r)15 Illinois,. 1970i p* lll4. , 

J, 

Source: Belitsky-j A. Harvey. Private Vocational 
Schools and Their Students . . (Cajnbridge, Mass. : Schenkman 
Publishing Company , Inc 1969), P. 9, table 2-1. 

Data are for I966. The basis for reporting students 
is not given. Source: Belitsky, p. 9. 

f 

Number of employees in beauty shops^ March I968. 
Source: Employment- and Earnings ^ 16 ho. l(July 1969.): 21. 

%he ratio of practicing cosmetologists is biased up- 
wards because of the exclusion from the U.S. figure of those 
beauticians who may work in their homes. 

n.b. The number of students in cosmetology in the 
U.S. is probably overestimated. It is unlikely that the number 
of students is greater than the number of practicing beauticians. 
In fact^ in; 1966, the year the Illinois students were counted^ 
-there v;ere only 226.^100 practicing beauticians in the U.S.^ 
indicating an even greater ratio between the number of students 
and practicing cosmetologists. Source: same as (f) above. A 
ratio, computed from the Illinois data, of the number of prac- 
ticing cosmetologists to the number of students, applied to the 
.national estimate would reduce the estimate of the number of 
students to. less than one-third of the reported 272, 470. 
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Cosmetology has a high turnpver rate. Table 1 shows 
that Illinois has one cosmetology student for every three 
.practicing cosmetologists. The figures for the nation (al- 
though questionable in accuracy^, see note to Table 1.) 
indicate the magnitude of turnov.ers to be even greater than 
the ratio for Illinois. 

The age distribution of cosmetologists is bimodal^ 
similar to the age distribution for all Women in the labor 
force^ with the larger group aged 20 to 24 and the secondary 
group aged 35 to 5^, Current average^ihcome for full-time 
beauticians is $125 to $150 pe? week. 

Of a hypothetical hundred newly enrolled students iii 
beauty culture^ 70 are likely to be teenagers^ 25 to be work- 
ing girls slightly older^ and 5 to be middle-aged. Of the 
teenagers^ about half complete their training^, but within at. 
year after graduation only a few will still be practicing. 
Among the older v/omen^ the completion rates are higher and 
more of them continue in their work. Overall^ 6p to 95 of 
the original 100 matriculants drop out or leave the occupa- 
tion withih a year from the scheduled date of completion."^ 

Completion of the course normally takes one year^ 
and students are generally free to enroll at any time. The 
shortest time necessary for completion is nine months of 
full time attendance; some take two and even three years on 
a part time basis. Because many of the^ 15.00 hours consist 
of practical work that can be done throughout the day the 
curriculum is adaptable to an individual's personal schedule 



The Census reports a figure of $4^044 for average 
aiinual earnings of cosmetologists with earnings in 1969- 
Earnings of $150 a week give an annual figure of $7#500. 
The discrepancy may be due to (1) an increase of wages since 
1969^ and (2) unreported income in earnings and tips. If 
tips were excluded in reported earnings^ then earnings 
should be adjusted upwards by approximately 25 percent^ 
bringing the annual figure reported by the census more in 
line with the income estimated by school owners. 

2-, 

Information in this paragraph is from personal 
conversations v/ith Mrs. Tilly Carlson of New Image Academy 
of Beauty Culture and Mr. Sam Greco of Vogue Academy of 
Beauty Culture. 
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:SECTION II: Longitudinal Analysis 
introduction 

The vocational proprietary school is an independent, 
prpfit-mbtivated school with a primary goal of training people 
for employment in a particular vocation. In economic terms,, 
the school is an individual firni selling a product in a market. 
To stay in business it must operate under the economic con- 
straints imposed by supply aixd demand conditions.. Supply of 
opportunities to receive training in the schools is a function 
of expected profits which are based upon- expected costs and 
expected demand. Expected demand is a function of actual 
demand in some .past period, current prices,, and income^ 
Actual demand, for the serivices of proprietary schools depends 
ori costs and benefits,* siich as tuition^ fpregphe inddme, un- 
employment^ and future wages, of training in proprietary 
schools and in alternative programs. 

The prospective student views vocational training as 
an intermediate step in acquiring satisfactory employiient. 
He attends a proprietary school to learn a sMll which will, 
enhance his "value" in the labor market. Therefore^, demand 
for a school's product will depend upon cohditipns in the 
labor market as perceived by the prospective stlidehti 

Supply response occurs through (1) changes in size 
of schools^ and (2) changes in the number of schools; the. 
particular fom that supply adjustment takes depends upon the 
competitiveness of the industry. In a purely competitive 
market, all schools operate at ah optimal size and .supply 
adjustments are made through the opening and closing of 
marginal firms (schools). No market is perfectly competitive; 
however^ the adaptability of the number of schools in the 
industry to changes in demand may give an indication of how 
easily marginal firms enter and leave the market, a condition 
that implies, ceteris paribus ^ a cdmpetitivie market. 

Demand for Training . 

Analyses of demand for schooling in terms of fluctu- 
ations in labor market conditions — unemployment and wage 
levels — are few. Three studies have examined the impact of 
cyclical unemployment on enrollment rates in public schools. 
The first study in 19^5 by Beverly Duncan shows consistently, 
although not with statistical significance, that "over the 
last sixty years fluctuations about the long-term trend toward 
rising educational attainment for males have coincided with 
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changes in the job market^" i.e.^ when jobs are scarce, 
students defer leaving school,, but when the employment level 
is low the drop-out rate increases, Robert M, Pearn, using 
cross- sectional data, also shows that public school enrollment 
rateSpfor teenagers are positively related to the unemployment 
rate, Linda Nasif Edwards in the other study, using time 
series data, finds that the relationship between unemployment 
and school enrollment for boys is significantly p6sitive, but 
negative (and not significant^) for girls • Her explanation for 
this difference is that home productivity sets a floor to 
declining opportunity costs for teenaged girls in the down- 
ward phase of the cycle, and therefore the opportunity costs 
for teenaged :gir Is vary less over the cycle than do the 
opportunity costs of teenaged boys, 

The different enrollment response of the sexes to the 
level of unemployment may also reflect a different perception 
of the objective schooling. Among middle class families., 
college attendance increased for sons during periods of rising 
or high unemployinent but declined for daughters. The negative 
relationship for daughters is attributed to a parental income 
effect. Parents may tend to view education for their daughters 
more as a consumption item and therefore during times of high 
unemployment (and presumably lower income) educational spending 
is reduced. Education for the sons, however, appears more as 
an investment and during periods of high unemployment, fore- 
gone earnings decline, making it less expensive for a person 
expecting to enter employment to attend school. We know of 
no study of this type that deals with vocational proprietary 
training, and the differences between schooling and training 
may be too large to allow extrapolation of earlier results to 
proprietary school training,^ However, the hypothesis explored 
here is that the demand among women for training (as determined 
in the cosmetology field) is responsive to the same economic 



"^Beverly Duncan, "Dropouts and the Unemployed, "JPE ^ 
April 1965, p. 133. 

2 . 
Robert Pearh, "Labor Force and School Participation 

of Teenagers," Ph,D, dissertation. University of Chicago, June 

1968, p, 78. 

3 

Linda Nasif Edwards, "School Retention of Teenage 
Males and Females Over the Business Cycle," mimeo, p, 1, 

Lawrence S, Olson, "Formal, Post- Secondary, Vocational 
School Training: A Preliminary Study," nilmeo, I9 November 
1973/ P- 27- 
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considerations facing menj that is, we expect demand to be 
positively- related to unemployment and negatively related to 
foregone earnings ^ 

This analysis will also attempt to. measure the impact 
of the federal minimum wage on demand for cosmetology training. 
The proposition is that ah ef f ective^minimum wage will depress 
the demand for training. As the legislated wage rises (raising 
the pay 6f unskilled labor) the incentive (the increase in 
expected returns to the training: over expected returns without 
training)" to invest in training, decreases. There is a contention 
that there is rib such thing as an "effective" minimum- wage 
because of the "ratchet effect" that a legislated wage hike 
has on other wages. Actually the net effect of legislated 
wages on demand for training is confused by dual effects. 

Each time the minimum wage is raised, opportunity 
costs, increase for those covered by the raise, exerting a 
downward influence on demand for training, but concoromitantly 
unemployment rises, as fewer workers are hired at the higher 
wage. For those people put out of work or unable to find work 
because of the* wage increase or forced into a more crowded 
unprotected sector, opportunity costs decrease, encouraging 
enrollment. Because of this relationship between foregone 
earnings and unemployment^ both variables need to be con- ^ 
sidered Jointly in analyzing components of demand for training. 

The theoretical framework for explaining demand for 
cosmetology training is the same as the individual decision 
model elaborated in Chapter IV. Long run equilibrium is 
assumed with the annual time series daita representing fluctu- 
ations about that equilibrium. Demand for training is treated 
as synonymous with the supply of individuals to an occupation. ^ 
Demand for trained personnel is determined in the labor market. 
Similarly, the focus is on the students ^ the school serves 
simply as the mechanism through which the students flow. 



Yale Brozen, "The Effects of Statutory Minimum Wage 
Increases on TeenrAge Employment," Journal. of Law and Economics , 
12, no. 1 (April I969).: HO. 

^No further exposition of the individual decision model 
is made here because of its explanation in Chapter IV (see pp.^l7-78 
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A decision to make an investment in training reqiiires- 
comparing expected costs of the training with the expected 
increase in benefits resulting from the additional training. 
Excluding non-monetary considerations, dollar income constitutes 
the primary returns^ and the investment in training represents 
the costs, both direct and indirect, A cosmetologist's earn- 
ings commonly consist of either a certain percent of each 
patron's fee or all earnings above an initial fixed amount. 
In either case the cosmetolbgist's income depends .upon the 
fee (plus tips) per customer and the number of customers 
served. 

Direct costs are primarily tuition and siippliesj 
indirect costs are the earnings foregone (the product of the 
foregone v;age rate and the period of time over which the wage 
is foregone) by pursuing cosmetology training rather than 
taking employment in some alternative field. For purposes of 
this analysis, cosmetology is considered a semi-skilled 
occupation, and the alternative to taking training is con- 
sidered employment as an unskilled laborer for which the 
federal minimum wage rate approximates the wage foregone for 
a person in cosmetology training. 

Continuing in a fashion parallel to the previous 
analysis of demand at ETI, the theoretical framework for 
estimating determinants of demand involves a simultaneous 
equations system (because of the interrelated supply and 
demand components), and unavoidably the theory must also be 
tested with data that have some serious shortcomings. 

As v;ith the analysis of ETI, demand for training 
(supply of students to the cosmetology schools) is a function 
of the difference betv/een the present value of expected income 
with the training and present value of expected income without 
the training. Components of these values can be approximated 
by expected wage upon completion of training, earnings fore- 
gone during training, direct costs of the training, the 
probability of receiving employment and the ability to pay 
for the training. The demand for cosmetologists is determined 
in the market place, and the market wage will depend up^n the 
relative need for cosmetology services. The level of per 
capita income and the number of people seeking cosmetology 
services should have a positive effect on the cosmetology wage 
level, and the flov; of cosmetologists into the occupation, a 
negative effect. 



The relation betv/een the stock of cosmetologists and 
the flov; of students into training and the occupation requires 
some explanation. If demand for cosmetology services is con- 
stant and the market is in equilibrium, the flov; of students 
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• One of the most serious shortcomings of the data 
availalile for analyzing demand is the proxy wage variable used 
for cosmetologists* wages. Annual salary data do not exist 
to the writer's knowledge. In lieu of actual wage date, the 
cost of personal care services (cosmetology services, barber- 
ing,- and bath services ) deflated by the consumer price index< 
is used an indicator of the- wage of cosmetologists » 

Aside from the questionable validity of the. wage 
Variable for cosmetologists^ the data for the wage variables 
(wage of the cosmetologist, and wage of individuals not talcing 
the trainihg) represent differoht points on the earnings stream 
profiles than the wage variables used in the analysis of ETI. 
Using an average career wage as a jproxy for the present value 
of earnings available without training and using an initial 
wage offered newly trained individuals for the net present 
value of expected earnings, with, the trainiiig; tends to diminish 
the real difference between the values of the two earnings 
streams. In this analysis of cosmetologists^ training, a 
reverse bias may arise. The wage variable, for cosmetologists 
represents an intermediate point along the earnings str^Jaih 
profile, and the wage obtainable without tha training is never 
any lower than that of the wage variable a^sii^xinfl; that the job 
is covered by minimum wage legislation.. The wage variables 
for this analysis, therefore, may tend to overstate the real 
importance of the wage differences. 



into cosmetology would also be constant. When demand or 
market conditions change, however, the degree^ to which changes 
in supply occur through changes in the flow of students^ into 
the field depends upon the responsiveness of other mechanisms 
available for adjusting the stock of cosmetologists. Negative 
adjustments to the change in the stock occur through retirement 
(R^c). An increase in demand increases the benefits to the 

beauticians and encourages fewer people to leave the occupation. 
A relative increase in supply hias the opposite effect. Positive 
adjustments to the growth of the stock occur through the flow 
of cosmetology students into the industry (M) and through 
recidivism (R^);, a particularly common phenomenon among members 
of the female ^work force. Thus the change in supply, J^S:, 
equals M + -Rj., or M = 4 S -f - R^. How completely a 

change in supply is met by M depends upon how sensitive and R^ 

are to changes in earnings potentials. If changes in stock occur 
qui.ckly and easily through R^ and R^ then the net effect is a 

v/eaker relation between demand for training and demand for the 
services of cosmetologists. 
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Another unavoidable mis-specification arises from the ; 

lack of data for tuition costs. However, omission may not be ^ 

tbo serious; tuitipn^as a portion of total cost on the average -[ 

is about 15 percent, and,, as shown in Appendix 6, an estimate ^ /; 

of demand arc elasticity of cost is less than -.S. ' 

Thus, at this point, the supply of individuals to the j 

industry (assufaed to be synonymous with demand for training) I 
can be specif led as some function of expected wages^ foregone 
wages {a combination of a foregone wage rate and foregorie time) ^ricomc 
and unemployment. Demand for cosmetologists can be expressed 
as some function of relative expected wages of cosmetologists, 
income, popixlation, and unemployment. However, specification 

of the structural equations is an additional problem. Not 4 
only may the data not measure accurately enough the parameters _ ] 

we hope to estimate, but the correlations among some of the ; 
variables are so high that serious problems of multicollinearity 

arise. i 

Some insight into the seriousness of measurement error J 

of the variables may be achieved: by observing the behavior of -[ 

variables under different variable and equation specifications. f 

For example, ah ideal cost variable would be constructed as - 

the foregone wage rate times the length of time earnings are i 
foregone plus the direct cost of tuition. The data available 

for foregone wage, however, may not be very accurate and by 1 

entering it separately into the equation we may gain some ' J 

understanding of its importance.'^ Similarly the length of ; 
training is hot strictly a cost variable^ it may be also a 

maasuire of quality. Other things equal, an employer may prefer _ [ 

someone with more training to someone with less. One covild^ ^ 
argue that the value of the longer course will be reflected in 

v/ages, but that assumes a perfectly flexible and responsive i 

economy. If the impact of the length of course is fully re- t 
fleeted in the v/age then the course length variable should 



If tuition is $550 and foregone earnings are $3000 
(1500 hours times $2.00), tuition would be 15-5 percent of 
total monetary costs. 
2 

Dividing a variable into various components and enter- 
ing them separately constitutes a mis-specification in that 
the effects of che variables are assumed to be additive whereas 
they were assumed to be multiplicative initially. However, 
there may be some trade-off between mis-specification and multi- 
collinearity in achieving empirical resolution. Although the 
former is potentially a more serious problem, both con<^epts are 
relative, and in this case the former may not be as severe a 
problem as the latter. 
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expTaih nothing. If it were_ to iiave^ for instance, a negative 
coefficient, it would indicate that the longer course raises 
costs more than returns. 

Trying to estimate certain parameters using different 
variable specifications is oiie approach that may reduce the 
problem of nulticollinearity. Table 29 gives the :zero-or(ier 
correlation matrix and, shows that many of the variables ^have 
correlations of .8 and .9 ^nd higher. Population and income 
are so highly correlated that they approximate ah identity. 
To eliminate some of the collinearity a conventional spe^cifi- 
cation of relative wages is used, i.e., W/FW. Also because 
of the near identity between population azid income, P is de- 
leted. The structural equations below allow coefficient 
estimation by ordinary least squares (OLS), two-stage least 
squares (2SLS), and indirect, least squares (ILS) which provide 
some basis for^checking the severity of mis- specifications in 
the equations. 

(1) oCo v^^, W/fvJ v^^^T ^ X^XS \ w 
and (2) Vi|f>#| ^ V V^x^ % * 0 ^ 

where > 

M = the number sitting for the state licensing 
examination for the first time'^ 

W = the wage of cosmetologists (personal care 

services costs) deflated by the consumer price 
index 

FT = the foregone x^age (federal minimum wage rate) 
deflated by the consumer price index 

PW = duration of foregone earnings (number of hours 
required to complete training) 

U = the unemployment rate for women l6 to 19 years of 
age in the U.S. 



See Appendix 8 for some alternative specifications 
and estimating procedures. 

2 

The preferred measure of demand for cosmetology train 
ing is the annual number of school entrants. For an explajiati 
of the relation betv/een M and the number of school entrants 
SCO Appendix 6. 

Ill 
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TABLE 29 



ZERO- ORDER CORRELATION MATRIX OF VARIABLES USED IN E-^UATIONS 
-OF DEMAND FOR COSMETOLOGY TRAINING 



M W FT FW U Y P W/FW 



w 


.65 






FT 


• 21 


.81 




J' •» 


7? 


.83 .69 




TT 
U 




.76 .38 .73 




V 

X 




.96 .89 .86 


.68 


P 

XT 




.97 .89 .83 


.69 .99 




-.Oit 


.38 .28 -.20 


.12 .27 .31 


W/FT*FW 


-.25 


-.6^ -.87 -.81 - 


.35 -.78 -.76 .22 




M* 


= matriculants for cosmetology training 




w- 


= cosmetology vxages 






FT 


= foregone time in training 




FV/ 


= foregone v/age rate 






U 


= unemployment rate 






Y 


= personal income 






P 


= population 





* 

For a more complete definition of the variables see 
p. Ill and p. 113. 
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Y = per capita disposable personal income in 

the U.S. deflated by the consumer price index 

P = the female population l6 years old or older 
in. Illinois 

e .e = error terms 
m^ w 

and where«t^j^^ are expected to be > 0 

and^^^^ and are expected to be <^ 0* 

The estimated coefficients of^the various Ifast 
squares regressions appear in Table 29A* The results support 
the hypothesized relationships although we cannot be very con- 
fident about the estimates* Relative cosmetology wages are 
positively related to demand for ti-aining^^? and the federal 
minimum wage is inversely related to demsoid* 

The coefficients for both foregone time in training 
and the unemployment rate are positive ai'^'hough considerably 
slirphger in the indirect least squares estijnate than in the 
twor stage least squares* T- valued computed for coefficients 
derived from the 2SLS technique^ however, are reduced by cor- 
relation among independ nt variables, stnd furthermore, auto- 
correlation, which does' xiof bias coefficient estimates but 
does inflate computed t- values, may be significant* The 
Durbin-Watson statistic indicates either that there is auto- 
correlation or that it is indeterminate depending upon whether 
the 1 percent or 5 percent level of significance is used. 

In sum, v/hiie several of the determinants of demand 
for training have been identified and their impact estimated, 
data limitations seriously curtail the degree of confidence 
we have in the estimates. 



The data matrix for the variables appearis in 

Appendix; 7- 

2 , 
The negative coefficient f or W/FW in the ordinary 

least squares estitnate is not an appropriate estimate of the 

effect of the relative w.ge because of the bias arising from 

the interdependence of W/FW and the error term in the supply 

equation. 
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TABLE 29A 

REGRESSIONS OF DEMAND FOR COSMETOLOGY TRAINING 



Ordinary Least Squares 



Variable 



Estimated t- Estimated t- 

Coefficieht Statistic Coefficient Statistic 



M 

W/FW 

FT 

U 

y 

Constant 

Darbin- VJat s on 
statistic 



Dependent 
Variable 

-23.4 

-.683 

516 

a 

-23.8 
.73 
1.35 



-1.62 
-0.67 
6.96 

-0.01 



-.264E-2 
dep. var 

.9^7 
.096 

79.9 
.15 
.85 



-1.26 



0.69 
1.18 



TABLE 29A— -Continued 



• -•,-:.•) 



2- stage . Least Squares 



^Estimated 
Coefficient 



t- 

Statistic 



Estimated 
Coefficient 



t- 

S'tatistic 



dep.var 

1300 

-15.9 

446 

-117,000 
.67 



0.17 
-6.18 

0.42, 

-6.18 



- .112E-2 

depivar 

.203 
.096 
84.1 

.13 

.75 



-0.29 



6.09 
i.17 
5.06 
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TABLE 29A--Continued 



/ 

Indirect Least Squares 



Estimated t- Estimated t- 



Variable 


Coefficient 


Statistic 


Coefficient 


Statistic 


M 


dep. var. 








W/FW 






dep. var. 




FT 


-6A6 


-2.80 


.727E-2 


0.28 


U 


288 


2.63 


-.121 


-0.10 


Y 


50.7 


2.58 


.039 


d>i8 


Constant 


-3120 


-2.76 


87.6 


6.84 




.79 




.08 




Durbln- Wat s on 


.82 




.70 





statistic 
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Supply , Adjustment in the 
Cosmetology.. Training; Industry 



Supply adjustments in a market occur through (i) changes 
in number of firms (.schools), and (ii); changes in size of 
firms. Given a competitive Industry, the shape of the firms' 
cost curves and the ;3ize of the unit of production determine 
the means by which an . adjustment will occur. If each school 
has a unique minimum point on its long run. average cost curve, 
then a change in supply will generally occur through changes 
in the nuanber of firmc. If the typical uhit of production 
is large relative to the total industry, the adjustment path 
will be "sawtoothed. " Increased demand will lead to temporary 
excessive profits for existing firms while they expand output: 
onlir when aggregate demand has increased sufficiently to 
Justify entry of another firm will equilibrium: be restored. 
Moreover if the long run cost curve of a firm had an ex- 
tensive region over which ayei^age. costs remained constant,, 
supply adjustment would occur predominantly through, adjust- 
ments: In firm size. In actuality ^ markets generally show 
varying degrees of both fonhs^ of supply adjustments, but 
the facility of the number of schools; to change with 
changes in demand is indicative of high divisibility in units 
of production which suggests low entry costs— characteristic 
of a competitive ehvironment. 

Our purpose in this section is to see how responsive 
the industry is, in terms of supply adjustments occurring 
through changes in the number of schools^ to changes in demand 
for training. 

Two avenues of approach are available, ^ given data on 
the number of schools and their students. One is to examine 
the relationship between number of schools and number of 
students. Our expectation is that changes in the number of 
schools v/iil be quite responsive to changes in demand. Enter- 
ing and leaving the cosmetology school industry is accomplished 
easily and inexpensively: changing a shop to a school re- 
quires a small amount of additional training, and the major 
expenses, overhead costs, are the same. The speed with which 
schools leave the industry may not be as rapid as that with 
which schools enter because of auxiliary income accruing to^ 
schools from such things as cosmetic sales and regular 
patrons, services which may carry a school through a business 
slowdown. 

The supply adjustment process, however, is hot 
mechanistic or simultaneous. Supply decisions, decisions to 
open or close a school, are based on expected demand for a 
particular period, and expected demand is often derived from 
past demand. The lohger the lead time necessary to open or 
close a firm, the greater influence earlier periods should 
-have on supply decisions. Because lead time for cosmetology 
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schools is minimal, it is questionable, whether demand^ in 
more than the present year and immediately past year exerts 
an influence on supply decisions. If this line of reaspning 
is correct we can expect changes in number of schools to 
parallel changes in demand, 

A regression of the number of schools'^ on demand (i.e., 
the number of "graduates "^--those sitting for the state exam- 
ination for the first time) .shows that the number of schools 
is .positively and significantly related to the level of 
demand but the validity of these results is weakened by 
the high degree of autocorrelation among residuals (Table 30) • 
The estimate of the regressipn coefficient is unbiased, but 
the sample variance of tha coefficient underestimates the 
true variance, the variance of residuals is understated, and 
the significance levels of t-statlstics are no longer correct* 
(For a fuller explanation see Johnson^ Econometric Methods , 
p* 246.) The cause of this autocorrelation may be that the 
observations after I966 constitute a cluster located above 
the other observations. 



Data are the number of proprietary cosmetology 
schools listed in the classified ads section of annual tele- 
phone directories for the Chicago area from 1950 to 1972. 

The number of graduates in I967 and afterwards are 
adjusted upwards (by 66.8/56,7— the ratio of average completion 
rates before and after 1966) to account for the drop in 
completion rate caused by the lengthened course. In the 
demand analysis this adjustment was unnecessary becaus^ we 
v/ere measuring demand as the number of people finishing the 
-ourse, and the impact on demand, of the longer course was 
included in foregone earnings. In this analysis we are con- 
cerned not so much with the number of graduates as with, the 
volume of students in training i Although we do not know the 
actual volume ,^ we assume that the number of graduates 
(adjusted for completion rates) bears a reasonably constant 
relation to the number of matriculations. Post-1966 figures 
are made consistent with pre-1966 figures by computing the 
number of graduates that would have graduated if the completion 
rate had been the same after 1966 as before.. 
3 

The estimate of the regression coefficient contains 
an upward bias. As the metropolitan area expands, a growing, 
proportion of the schools in the Chicago SMSA probably list 
themselves in the Chicago telephone directory. Comparing 
the number of schools in Tables 31 and 36, one sees that, in 
1963, 48 of 63 schools were listed; in 19?2, 65 of 77. 
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TABLE: 30 



REGRESSION OF NUMBER OF SCHOOLS ON "DEMAND 
. (.NUMBER OF GRADUATES ) , 1950 THROUGH 1972 



- ^ ^ - 

Variable 


Stahdardized 
Regression 
Coefficient 




;I)„eriiand 




.229 






Durbin-Watson statistic 


== o.im 




a = t- statistic 







School owners and potential owners after 1966 perhaps 
were responding, to scmething different from What they were 
responding to before 1966. If School owners set current 
decisions based only oh past and current demand there is no 
reason for the ijump in the riumlDer of schpols from 1966 to 
1967— the number of matriculant^ was approximately the same. 
But if the increase in 6ourse length, which occurred in I906, 
carried particular significance, they may have "been anticipat- 
ing a change in demand. The number of schools (see Table 31) 
increased steadily throughout, the fifties and, sixties .follow- 
ing a downturn in the early fifties, but in ,1967, the year 
after the lengthened program became eftective, a net of nine 
additional schools were operating, but the level of matri- 
culants declined. Possibly the school ovjriers misjudged the 
implications of the- course change.. The steady growth of 
demand in the 196o'.s capped by a. beefed-up program may have 
spelled further expansion of the industry to many cosmetology 
school owners. Subsequent years indicate that this -assess- 
ment was wrong. From the high in 19^7 j the number of Schools 
has dropped (see Table 31), a readjustment for possibly under- 
estimating, the importance of the increased cost of foregone 
earnings to the student. " 



If this explanation is correct we wonder why the 
misinterpretation of lengthening the course appears to be re- 
stricted to Chicago. Table 31 shows that the 1966-I967 net 
increase in the number of schools in the Chicago area was 9, 
but the net incr(iase in Illinois was only 6 (.152 to 158) . 
Therefore there was a net decrease of three schools outside 
the Chicago area between 1966 and I967. Possibiy demand- grew 
more in the Chicago area than in the rest of Illinois. How- 
ever, when demand is disaggregated into Chicago and non- 
Chicago areas, the number of matriculants in the Chicago SMS A 
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TABLE 31 

BEAUTY. CULTURE SCHOOLS AND MATRICULANTS 



No. of schools Demand (no. No. of Matricu- 
in Chicago tele- sitting for schools in lants in- 
Year phon^ directory state exam)^ liiinois Illinois 



1950 
1951 . 
1952 
1953 
1954 
.1955 
1956 
1957 
1958 

1959 
i960 
1961 

1962 _ 

1963 48 5W 120 8oit- 

1964 49 • 5243 131 839t 

1965 55 5431 143 9429 

1966 60 6687 152 7556 

1967 69 5047 158 7436 

1968 68 4840 159 8102 

1969 67 5092 164 7666 

1970 66 5340 159 7632 

1971 67 5078 160 7307 

1972 65 4709 156 7273 



^Figures for I967-I972 are adjusted for the average 
completion rate attained in years prior to I967. 



30 


1561 




23 


1054 




24 


1025 




22 


io4o 




23 


1236 




28 


1810 




30 


1906 




32 


2061 




34 


2405 




36 


3363 




36 


4159 




41 


5554 




45 


5623 




48 


5448 


120 


49 


5243 


131 


?5 


5431 


143 


60 


6687 


152 


69 


5047 


158 


68 


4840 


159 


67 


5092 


164 


66 


5340 


159 


67 


5078 


160 


65 


4709 


156 
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Lengthening the course may have raised the prevailing 
ratiO' of the numblr of schools to the number of students.. To 
test for this possible shift, we enter a dummy variable with 
value "0" for the years up to 1966 and "1" afterwards. If the 
relation between the number of schools and demand is the same 
among "the years before I967 as it is after I966, then the 
estimated regression coefficient for demand derived from the 
entire time series and using the dummy variable should be 
lower than, the coefficient obtained without the inclusion of 
the dummy variable, and the autocorrelation should be 
lessened. 

TABLE 32 

REGRESSION OF NUMBER OF SCHOOLS ON DEMAND AND 
A DUMMY VARIABLE, 195P THROUGH 1972 



Standardized^ 

Variable Regression 2 
, ^ Coefficient R 

demand. •1^2- .678 

(1.15)^ 

duminy variable •7^1 

(5.27) 

Durbin-Watson statistic = 0.632 
a = t-statistic in parentheses 



drops from 5200 in 1966 to 4995 in 1967; for the rest of the 
state there is a slight rise, from 2356 to 2441. 

One other explanation might be that the nature of a 
school ?s location affects the facility of identifying a 
school's potential market area. In smaller towns it may be 
easier to assess how many schools the town is able to support, 
and consequently there is less chance of misinterpreting the 
effect that an event will have on demand for training. In a 
large metropolitan area, where it may be more difficult to 
identify a potential market area, there may be more latitude 
in judging the consequences of an event, and thus also more 
chance for error. 

We might expect increased direct costs (tuition) to 
accompany the longer course, but school owners generally say 
that the longer course did not effect their tuition. If 
this is so, it suggests that over this range the marginal 
cost to the school of time spent on each student is zero. 
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Table 32 shows that both of these conditions are met; 
however > the Durbin-Watson statistic still indicates ^ auto- 
correlation although not as severe as without the supply- 
shifter • Acknowledging the serial correlation^ it would be 
more appropriate to. examine first differences, which also 
provide a fineV measure of the adjustment process by explain- 
ing changes in number of schools in terms of changes in 
demand* 

Table 33 shows that changes in the number of schools 
explain less of the variation of changes in demand than did 
the number of schools explain varit *;ion in demand* The in- 
clusion of a duiwny variable for observations after 1966 
makes virtually no difference in the sign of the coefficient. 

TABLE 33 



REGRESSION OF THE CHANGE IN NUMBER OF SCHOOLS' ON THE 
CHANGE IN DEMAND, 1950-1972 





Variables 


r2 




Equation 


Change in Demand Dummy Variable 


Durbin- 
Watson 
Statistic 


(1) 


.468 
(2.37)^ 


.219 


1.10 


(2) 


.464 -.129 
(2.31) (-0.64) 


.235 


1.11 



a = t-statistic 



If we omit the observations from I967 to 1972 as 
representing deviant behavior from the normal process of ex- 
trapolating expected demand from past demand^ we find that the 
multiple correlation coefficient increases and the autocorrela- 
tion decreases compared to the results given by the similar 
regression for the entire series and is only slightly below the 
values obtained when using a dummy variable* However^, when 
we use the changes in the number of schools and changes in 
demand the results are much better than the results for the 
full series, with or without the dummy variable. The full 
series with or without the dummy variable explains practically 
none of the variation in change in the number of schools. 
The shortened series used in Table 35 shows that changes in 
demand do have. a positive and significant (s=.025) effect, on 
changes in. the number .of' cosmetology schools, and Durbin- 
Watson statistic indicates that we cannot reject the hypothesis 
of zero autocorrelation at the 1 percent level. In summit seems that 
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barring any extraordinary change in the marketplace, supply 
adjustment occurring through changes in number of schools is 
sensitive to changes in demand. 

'TABLE 34 

REGRESSION OP NUMBER OP SCHOOLS ON DEMAND, 

1950-1966 



Standardized 

" Regression 2 
Variable > Coefficient R 

Dem"and .950 „ .90 

(11.77)^ 

Durbin-Watsbn statistic = O.605 
a =? t-statistic 



TABI^l 35 

REGRESSION OP THE CHANGE. IN, NUMBER OP SCHOOLS 
ON: THE CHANGE IN DEMAND, 1950 THROUGH I966 



Standardized 
Regression 

Variable Coc-fficient 



change in demand . 5^!-6 „ ' .30 

Durbin-Watson statistic = 1.23 
a = t-statistic in parentheses 



R 
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The other approach available for evaluating the nature 
of supply adjustment is to examine the chariges in average size 
of schools. Maintaining the same assumptions mentioned on p. 117,. 

• " ' » " * ■ ' ^ the dis- 

tribution of schools by enrollment size should remain relatively 
stable from year to year. If > however, entry costs are high, 
an increase in supply more likely will occur through changes 
in firm size (than through the creation of new schools).^ 
This shift in the distribution of schools by size will be ob- 
served in enrollment mean values for the schools. 
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Table 36 indicates that from 1963 to 1972, the years 
for "Which there is ehrollmeht data by school, the trend was 
toward a smaller school. Average enrollment per school, 
declined nearly 50 percent while overall demand declined 
only slightly (see Table 31) and the number of schbols in- 
creased by approximately 25 -percent. According to the pro- 
position regarding the supply adjustment mechanism, the 
observed slight decline in total demand (equated to total 
supply at an equilibrium point) should be met by a decline 
in the number of schools and a relatively stable mean size. 

TABLE 36 

SIZE OP COSMETOLOGY SCHOOLS IN' CHICAGO SMSA,. 

1963-1972 



Year 



Mean 



Standard Deviation Number 



1963 
1964 

1965 
1966 

1967 
1968 

1969 



1971 
1972 



83.^ 
74.8 
76.4 
57.2 
56.2 
61.8 
54.0 
44.7 
45.5 
47.6 



93.1 
70.4 
65.6 
50.4 
43.1 
48.8 
40.9 
31.7 
33.0 

34.9 



63 
73 

86 
85 
84 
84 
85 
77 



Because determination of hovr well the cosmetology sector's 
adjustment occurred in this manner is relative, comparison 
with other schools is necessary. Although we do not have 
data oh another sector of schools, information presented 
in one of the micro-studies of a school within a high entry 
cost industry shows that the volatility in enrollmeht size 
is several times that found among the cosmetology schools. 
Thus the degree to which supply adjustments occur through 
changes in school size may not be as extreme as the results 
in Table 36 might suggest. 

Proprietary and Non- Proprietary 
Cosmetology Training 

Ninety percent or more of training in cop.metology 
occurs in proprietary schools; the balance is given in com- 
munity colleges and public vocational high schools. There 
is also a private non-profit school, and three state or 
regional schools (for instance, the Illinois School for the 
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Deaf ^and others for wards of the, state) • Ev^n though the 
analysis of demand and supply adjustment included data for 
graduates of sill schools the non-proprietary group of 
schools is small enough^ not to seriously affect the results 
of an industry-wide analysis; however, there are a few 
instances where the relationship that evolves between a 
community college and .private cosmetology schools seems to 
deperid upon policy established locally. 

High schooa-s, although they have the larger portion 
of public school cosmetology enrollment, do not occupy the 
potentially competitive position that coimnunity colleges do. 
Some high schools offering cosmetology training provide only 
a certain portion pf the training; the balance- is. obtained 
elsewhere> Furthermore, community colleges and proprietary 
schools ara not allowed to recruit students out of high 
school. 

The number of community colleges offering cosmetology 
training and enrollments in those schools appear to have 
peaked in 1970 and 1971 (see Table 37). The decline or level- 
ing, off of cosmetology training in the community scolleges . y 
be; in part due to evolving^: coordinatio that is arising in 
some communities between public: and private educational 
institutions, but. other communities offer a sharp contrast. 
Two examples illustrate the disparity that can exist between 
local public policy in two communities. 

In the Moline-Rock Island area, an agreement has 
been reached whereby the high school or community college 
v/ith students desiring cosmetology training contracts to 
private beauty culture schools for their training. This 
strrangement began, in 1971 when the Area Vocational Center 
at the United Township SLgh School of East Moline contracted 
with Ceie Whan Academy of Beauty to give 60 students 500 
hours of instruction. The program was continued in 1972, 
and was Joined by Blackhavxk Community College. Students 
have several options urider the joint program; for instance, 
a student may take the first 5OO hours of training while in 
high school, the other 1000 hours while in college. Begin- 
ning in September 1973 the contract was extended to include 
three additional private schools. 

Based upon 19'^2-1973 results at Cele^^Tiah, a larger 
than average percentage of students complete training and 
pass the state licensing examination. Moreover, the cost 
to the copnunity college student is less than the tuition at 
a private school and private tuition is less than the total 
cost of a proffx-am in a community college. A student pays 
$450 of the $665 tuition charged by Cele l^han. Blackhav/k 
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TABLE 37 



NUxfflER OF MATRICULANTS IN liilNOIS COMMUNITY 
COLLEGES, PUBLIC HIGH -SCHOOLS. AND 
PROPRIETARY SCHOOLS i 1963-1972 
(Beauty CCiltUi'e. Matriciilants) 



Year 


Community 
Colleges 


High^ 
Schools 


Proprietary 
Schools 


- Total 


1963 


92(2)^ 


261(7) 


7690(120) 


8o43 


1964 


103(2) 


346(9) 


7949(131) 


8398 


1965 


166(3) 


284(8) 

-V / 


8979(143) 


9429 






dSJ\J\ { ) 






1967 


123(4) 


232(8) 


7081(158) 


7436 


1968 


109(4) 


291(9) 


7702(159.) 


8102 


1969 


105(3) 


290(9) 


7271(164) 


7666 


i 

1970 


155(4) 


319(9) 


6558(159) 


7032 


1971 


146(5) 


363(9) 


6798(160) 


7307 


1972 


139(5) 


345(9) 


6789(156) 


7273 


1973 


97(4) 


403(11) 


6441 (160) 


6941 



The private non-profit school and the three state or 
regional schools are included in the high school tally* 

The number in parentheses is the number of schools 
giving cosmetology training. 
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pays the balance. By contrast, the cost for a public school 
tp provide suchptraining may be $1200 a. year in teachers ' 
salaries alone. 

An entirely different situation exists in Centralia, 
a town of less than 20,000 people with three beauty culture 
programs, two in proprietary cosmetolo^ schools and one in 
the community college. In this case the community college 
and the proprietary schools may duplicate services. 

The private schools had been in business for several 
years before Kaskaskia, the community college, began offering 
its own cosmetology program in 1970-^71. During 1970, 1971, 
and 1972 total enrollment in those private cosmetology 
schools remained stable, declining only in 1973. ^ Whether 
the per school enrollment would have increased prior to^ 1973 
if Kaskaskia had not initiated its own prpgram is not certain. 
The cqmmunaty college may draw more heavily from distant 
areas than do the private schools,, which would allow the 
community college to cater to a population generally outside 
the market area of the private schools. Also, school prefer- 
ences may vary by age. A reason given for the greater 
attraction of the community college among young people is 
that students prefer the social setting of a public school 
v/ith its auxiliary services, but mair^ older women prefer 
private schools. 



1 

Conversation with Miss Cele Whan on 12 September 

1973- 

2 

Chicago Daily News 3 "Private Help Urged for Beauty 
Students/' by Thomas E. Sellers, April 13-l^j^ 197^. Another 
estimate indicates that the cost may be at least $1100. 
Average first year costs per student for the least expensive 
curriculum (generally business or business related which have 
large enrollments and low capital overhead) in six unidentir- 
fied Illinois community colleges averaged over $875. Con- 
sidering that vocational courses are generally 20 to 100 per- 
cent more expensive than liberal arts programs or general 
business, an estimate of $1100 is a conservative estimate. 
Source: Ah Exploratory Analysis of Differential Program 
Costs of Selected Occupational Curricula in Selected Illinois 
Junior Colleges by Robert M. Tomlinson and Chester S. Rzonca. 
State of Illinois, Board of Vocational Education and Rehabili- 
tation, Division of Vocational and Technical Education, Re- 
search and Development Unit. January 1971. 
3 

Curtailment of support by government agencies (such 
as v/elfare programs. Manpower Training, and Vocational Re- 
habilitation) for training in cosmetology schools may be 
partially responsible for the static or declining enrollments. 
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Training students in a relatively short period of 
time and finding employment for graduates are> in many cases, 
two of the apparent advantages a proprietary school can offer 
its students. Kaskaskia, ^however, can train a student about 
as quickly as a jproprietary school (a year versus nine 
months),-*- and apparently has no trouble placing its students. 
With these advantages equalized the proprietary schools are 
placed under particularly severe pressure by the subsidized 
public programs. 

The eventual outcome between the role of public arid 
private cosmetology schools in providing training £s hot 
certain. If the community colleges offer very similar train- 
ing in terms of occupationally skilled graduates^ training 
s'^hedules/and learning environment, most likely the private 
schools Willi be forced to close . If however, more cohmiuhity 
colleges realize that private schools can do the same Job 
less expensively and decide to contract with the private 
schools or drop their progra .s entirely (as Triton Junior 
College did in 1973 )\5 cosmetology proprietary schools 
•wi ll p r obab ly s urvi ve . 

SECTION III: Cross-Sectional Analysis 

Variations within the 
Cosmetology School 
Industry 

Having examined some of the factors in the last 
section that affect the proprietary cosmetology school 
industry^ we will look in this section within the industry 
and try to explain the wide variation^, especially in price^ 
that exists among Chicago area cosmetology schools at a 
point in time. 

By definition a competitive^ market requires a homo- 
geneous product^ a product so similar that buyers are indif- 
ferent as to the firm from which they make their purchases. 
A natural consequence of this condition^ assuming that other 
requirements of a competitive market are met^ is a single 
price. Given a homogeneous product^ a se3.1er can raise or 
lov/er his price and still remain in business without becoming 
philanthropic only if one of the other assumptions — perfect 
knov/ledge among buyers and sellers as to costs arid prices> 



The experience at Kaskaskia has been that given the 
option of going beyond the first year of training (which 
tenninates vxith a certificate and qualifies the student to 
sit for the state examination) for a second year to receive 
an associate degree^ none of the students do. They attend 
primarily to become qualified to sit for the examination. 
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free mpbility of resources, into and out of the market^ arid 
sufficiehcy of sellers and buyers (so that singly np one 
affects the price)-- does hot hold. 

In the cosmetology school industry we observe a 
wide range in price ^ quality and size; nevertheless we 
cdntend that the market is competitive. Our rationale is 
that tho cosmetology school industry is composed of numerous 
sub-markets offering different products^ products differ- 
entiated by quality and established in response to dif f err 
ences in indiyiduals' incomes and preferences for training. 
One can look at the cosmetology school indixstiy as a network 
of interinixed: competitive markets offering products that 
differ from one another through differences in ^q^ 
Within each sub-market^ the product tS ells at one price and 
all schools operate at optimal size given their proddct 
quality. Comparing across sub-markets we expect hig^ quality 
products to cost more than low quality products^ and thus ^ 
v/e expect ti^tion (price) aiid qua^^^ be positively 

related.. 

Complicating the relation may be interaction between 
school size and quality. Ciuality affects costs and cost 
curves influence optimal size. Also^ high quality products 
piaixsibiy require more overhead^, more elaborate equipment 
and more specialized instruction;, than is easily borne by 
small schools. Thus quality and size may be positively 
related^ particularly at the smaller end of the size 
continuum. At the other end 6f the size spectrum we may 
find a reversal of the relationshipi Large schools may not 
e^qieriehce further increases in economies, of scale; manage- 
ment problems may develop arid instructor time per student 
may fall^ resulting in a deterioration of quality. The net 
balance of these two effects is uncertain. 

Finally^ there may be a relationship betweeri tuition 
and size. If size is positively related to quality^ and 
quality to tuition^ one expects a positive relation betweeri 
size and tuition^ but economies of scale may reduce the per 
unit output cost^ allowing price to drop. Bedause we do 
not knov; to v/hat extent economies of scale exist arid there- 
fore the price level associated with the optimal size^ we 



1 

Specifying relationships between educational quality 
and the factors inducing quality is an uncertain business 
(particularly in light of recent research that portrays con- 
ventional vrlsdom in this area as less certain than formerly 
thought). Human inputs of teachers and students^ undoubtedly 
is important^ and v/ith no infonmation on either teacher or 
student abilities^ we may be deleting variables as important 
as any of those that are included. 



have no a priori basis for predicting the relation between 
tuition and size.. 

If these stated, conditions exist within the cosme- 
tology school industry in the Chicago SMSA^ we expect 
tuition to Imve a positive relation to quality, and quality 
to have a positive relation, with clzc for lower values 6f 
size and possibly a negative relation for larger values. 
However 3 if any of the assumptions of pure cpmpetition are 
violated^ relationships: between variables may change. For 
example, if market constraints hinder entry of new schools 
or if inforination about schooling options is lacking, 
prices, may rise without an accompanjrLng increase in quality, 
axid size may vary inversely with tuition. Because impei^fec- 
tiohs in the market place are likely^ we need to be aware 
of that possibility when analyzing the datd. Before view- 
ing relationships among variables, we first examine the 
characteristics of individual variables. 

Size of Schools 

Inf 6rmatio?i on the size of schools was obtained 
from the records of the Beauty Culture Section of the 
Illinois Department of Registration and Education, and the 
figures refer to the nmnber of matriculants in beauty cul- 
ture schools for 1973* 

Table 38 shows the distribution of the 81 proprietary 
cosmetology schools in the Chicago SMSk by size, as of June 
1973 • The strong right hand skew of the distribution is 
made apparent by the mean size of 47.6, with 50 percent of 
the schools on average having no more than 37»6 niatriculants. 
Also interesting is the rather large variance of the dis- 
tribution, with the standard deviation equal to four- fifths 
of the mestn. ^ 

Tuition of Schools 

Two problems, of measurement occur in detennining 
dollar cost to the student. First, a school's stated tuition 
may or may not include required and/br optional items for 
the course such as books, a manikin set, and instruments of 
the trade. Second, tuition levels may change from the date 
for which the tuition is requested to the date th3 inform- 
ation is recorded and also because of the common practice 
among schools of offering "specials," temporarily reduced 
rates lasting from one month to many months. 



"'"Hereafter, "size" refers to the number of matriculants^ 
in a school. 
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TABLE- 38 

FRE'^UENCY DISTRIBUTION OF COSMETOLOGY SCHOOLS BY SIZE 



Enrollment 
Size 



Number of 
Schools 



Percentage 



Cumulative 
Percentage 



0- 9 
10-19 
26-29 
36-39 
40-49 

50-59 
60-69 

76-79 
80-89 
90-99 
100^109 
116-119 
120-129 

130-139 
146-149 
150-159 
160^169 
170-179 

Total 



4 

16 
ii 
16 

I 

6 

3 
2 
2 
0 

3 
1 

0 ♦ 

2 
0 
0 
2 

81 



19.8 
13.6 
19.8 
8.6 
7.4 
7.4 
3.7 
2.5 
2.5 
0 

3*7 
1.2 

0 

2.5 

0 
0 

2.5 



100.0 



4.9 
24.7 
38.3 

58 iO 

66i7 
74.1 
81.5 
85.2 

87.7 
90^.1 
90.1 
93.8 
95.1 
95.1 
97.5 
97.5 
97.5 
100.0 

100.0 



mode = 19.0 
median= 37.6 



mean 
s.d. 



47.6 
38.3 



Through a short qu tionnaire mailed to the schools, 
information was obtained on current tuition, additional 
student expenses, the length of time the current tuition has 
been in effect, and the tuition level before that time. 
Schools that, did not reply were reached by telephone and in- 
formation was acquired over the phone or by mailing another 
questionnaire. Seventy-six of the 81 schools volunteered 
the information; three schools (outside the city limits) 
refused to participate; one school, open in June 1973j was. 
closed in November v;hen the questionnaire was sent out; and 
one school owner did not reply and could not be reached. 
Tuition for each school was computed by calculating the 
tuition that was in effect as of June 1973 and adding to that 
figure any additional student expenses that were reported. 
Because school ovmers may include different items in comput- 
ing additional expenses, errors of measurement may have 
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.occurred^ in soma individual instances, but in aggregated 
^i6r&, the data' should exhibit no biais.. 

, Another equally unavoidable source of measurement 
error is: 'ei:r^ by .associating size with, re- 

.ported: tuition*. A disproportionate number^ of students may 
have iiat'riculated at a time when a "special" tuition or 
tuition different f rqm th^^^ reported tuition was in effe^cti 
Again, while tiiis: procedure might; be unsatisf atttory for an 
individual school, the distprtipn is likely to be negligible 
for grouped data.. 

1, The distribution of ^schools b^ tuition (Tablp 39) . 

.could also be considered, skewed; to the right even though the 
median lies slightly to the ri^t of the mean. The school 
with the smallest tydtipnrii 2 standard deviations. 

of the mean, but schools with large tuitions lie 3 and 
nearly 4 standard deviations from the mean* 

Quality of ;Pr6duct^ 

VoQa-tional proprietary schpols sell opportunities, 
under varying conditions, for an individual to acquire a 
skill. Nevertheless, the generally recognized pro^^ is^ 
the skilled graduate. Thus, the school, perhap^' errpnedusly, 
is evaluated In terms of its inputs and the vu^own inputs 
of its students. A more accurate approach tb estimating, 
the quality of the school itself would be a "valuer added" 
approach whereby students' sldLlls and abilities are 
measured immediately before and if ter training with the 
differences attributed to school quality. Unfortunately no 
data on cosmetology students^ abilities or prior education 
is available. The measures of school, "quality" used in 
this section do represent a combination of school and student 
inputs; however, part of the analysis Involves comparisons 
among groups of schools that serve different types of cbui- 
muiiities. To the extent that social aM economic factors 
of a community are likely tb affect school retention, and 
performance bf a person from that conmiujiity, stratification 
of economically and educationally disadvantaged' commuriities 
provides a control for variation in student input i 

Three measures bf "quality" are available. One (;QlJ 
is the completion, rate, defined ejoripirically as. the ratio of 
the number of graduates in I973 sitting for the state licens- 
ing examination for the first time tb the matriculants in 
1972 expressed as a percentage.-^ Validity of this measurement 



The number of girls graduating from cosmetology 
schools is not known,^ but because passing the state licensing 
examination is a prerequisite to practicing and because the 
examination is given every month, it is reasonstble to expect 
the number sitting for the examination for the first time in 
a given year to nearly perfectly reflect the number bf 
graduates within the same year. 
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TABLE 39 

FREQUENCY DISTRIBUTION OP COSMETOLOGY SCHOOLS BY TUITION 



Tuition ($) 



Number of 
Schools 



Percentage 



Cumulative: 
Percentage 



150-199 
200-249 

250-299 
300-349 
350-399 
400-449 

450-499 
500-549 
550-599 
600-649 
650-699 
700-750 
750-799 
800-849 
850-899 
900-949 
950-999 
1000-1049 
1050-1099 
1106-1149 

1150-1199 
1200- i249 

1250-1299 
1300-1349 



Total 



1 

3 
6 
2 
5 
5 
10 

5 
12 
12 

7 
1 
1 
1 
1 
0 
0 
2 
0 
1 
0 
0 
0 
1 

76 



mode = 490 
median= 550 



1.3 
3.9 
7.9 
2.6 
6.6 
6.6 

13i2 

6.6 
15.8- 
15.8 
9.2 
1.3 
1.3 
i.3 
1.3 
0 
0 

2.6 

0 

1.3 

0 
0 

0 

1.3 
100.0 

mean = 539 
s.d. = 199 



1.3. 
5.3 
13.2 

i5.8 
22.4 
28.9 
42,1- 
'48.7 
64.5 
80.3 
89.5 
90.8 

92.1 
93*4 
94.7 
94.7 
94.7 
97.4 
97.4 
98.7 
98.7 
98.7 
98.7 

100.0 
100.0 



rests upon the assumption that the average duration of train- 
ing is a year. The minimum time is nine months for those 
attending full time, and although some girls attending part 
time take two or even three years to finish^ school managers 
and owners estimate that the average time is about one year. 
It should be noted that completion implies something different 
in the case of the beauty culture schools than in the case of 
academic institutions. In the latter, a high drop-out rate 
may signify the operation of an academically selective process 
In the fomer case, because academic standards are seldom the 
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'3 4.7 



cause of a student's leaving school^ a low rate of completion 
may suggest a failure on the part of the school to offer an 
interesting and worthwhile program or the need of students to 
quit for financial or personal reasons. Only in an economic- 
ally depressed area might one expect the number of students 
dropping out for reasons of economic hardship to affect the 
completion rate. 

A second measure of quality (Q2) is the ratio of the 
number of persons who pass the examination on the first 
attempt to the number sitting for the examiiiation for the 
first time^ expressed as a percent. While this variable 
indicates how well a school trains its students (and the in- 
nate ability of students)^ it is influenced by the completion 
rate. If the number* of completions in a year is zero (assum- 
ing the number of m&triculants was not zero the year before) ^ 
Ql is zero^ but Q2 is; indeterminate. 

The third quality index (Q3)^ which combines Ql and 
Q23 is the ratio of the number passing the examination in 
1973 to the number matriculating the previous year^ in per- 
centage points. Although Q3 is the most appropriate overall 
measure of quality^ Ql and ^2 measure more accurately than 
Q3 the two separate components of quality. 

Tables 4o and 4l show the frequency distributions of 
Ql and Q2. Ql is distributed symmetrically about its mean 
of 50. 9> and Q2 is strongly skewed to the left. Most of the 
larger values are within 1 standard deviation of the mean 
while smaller values extend to nearly ^ standard^ deviations 
from the mean. Q3^ a combination of Ql and Q2^ has a dis- 
tribution intermediate to that of ^1 and Q2. The main 
characteristics of the three distributions are compared in 
Table 42. 

Relations Among Variables 

The zero-order correlation matrix (Table 43) 3 as a 
first step in examining relationships among variables^ yields 
some unanticipated results: 

1) a significant positive correlation between size 
and tuition 

2) a non- significant correlation between tuition 
and quality 

3) a non- significant^ but consistently negative^ 
correlation between size and quality. 

The strongest correlation exists between tuition and 
size} yet that relationship^ as hypothesized^ is derived from 
relations between size and quality and quality and tuition. 
Optimal size depends on the cost curve which^ in turn depends 
on the quality of product chosen for production. Tuition 
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TABLE 40 



FREQUENCY DISTRIBUTION OP PERCENTAGE 
COMPLETING COSMETOLOGY TRAINING (Ql) 



^Completing 


Number of 




Cumulative 


Training 


Schools 


Percentage 


Percentage 



0 

5.0 
10.0 
15.0 

, 20.0 
25.0 
30.6 
35.0 
40.0 
45.0- 
50.0 
55.0 
60.0 
,65.0 
70.0 
75.0 
8o.o 
85.0 
90.0- 
95.6- 

100 

Total 



4.9 
9.9 

14,9 
9 
9 

29.9 
34.9 
9.9 
,9.9 
49.9 
54.9 
59.9 
64.9 
69.9 
4.9 
.9 

89.9 
94.9 
99.9 



-7 



3 


3.8 


3.8 


2 


2.6 


6.4 


0 


0 


6.4 


X 




( . ( 


1 


1.3 


9.0 


2 


• 2.6 


11.5 


8 


10.3 


21.8 


5 


6.4 


28.2 


9 


11.5 


39.7 


8 


10.3 


50.0 


8 


10.3 


60.3 


6 


7.7 


67.9 


9 


11.5 


79.5 


i 


3.8 


83.3 




7.7 


91.0 


2 


2.6 


93.6 


2 


2.6 


96.2 


1 


1.3 . 


97.4 


1 


1.3 


98.7 


0 


0 


98.7 


1 


1.3 


100.0 


78 


100.0 


100.0 



mode = 47 
raedlan = 49.5 



mean 
s.d. 



49.6 
20.4 
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TABLE 4l 



FREQUENCY DISTRIBUTION OF PERCENTAGE 
PASSING THE LICENSING EXAMINATION 
(Q2) 



Percent Passing 



Number of 
Schools 



30.0-34.9 
35.0-39.9 
40.0-44.9 
45.0-4g.9 
50.0-54.9 
55.0-59.9 
60.0-64.9 
9 



65.0-6q, 
70.0-74, 
Z5.0-7Q. 
80.0-84, 
85.0-89, 
90.0-94, 

95.0-99. 

100 



9 
9 
9 
9 
9 
9 



1 
6 
1 
0 

3 
0 

1 

3 
2 

7 
11 
14 
12 
12 

8 



Percentapje 



1.3 

0 

1.3 

0 

4.0 

0 

4.0 
2.7 

lt'.7 
18.7 
16.0 
16.0 
10.7 



Cumulative 
Percentage 



1.3 
1.3 
2.7 
2.7 
6.7 

8.0 
12.0 
14.7 

24.0 

38.7 
57.3 
73.3 
89.3 

100.0 



Total 75 




100.0 




mode = 100 


mean = 


84.6 




median = 87.9 


s.d. = 


14.0 






TABLE 42 






COMPARISON 


OP MEASURES OF QUALITY 






Ql 


02 


Q3 


Mode 


47 


100 


37 


Median 


49.5 


87.9 


43.5 


Mean 


49.6 


84.6 


42.9 


Standard Deviation 


20.4 


14.0 


19.2 


Observed Range 


0-100 


30-100* 


0-91 


Potential Range 


0-100 


0-100 


0-100 



Q2 is indeterminate whenever Ql is zero^ therefore 
Q2 is computed for only those observations with Ql not equal 
to zero. 
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TABLE 43 



SIMPLE CORmATION COEPPICIENTS (N= 8l) 





Tit! +1 on 






OP 


Size 


0.301^ 
.004 










0.021 
.432 


-0.002 
.492 








-0.093 
.221 


-0.035 
.382 


0.427 
.001 




03 


0.006 
.480 


-0.013 
.456 


0.964 
.001 


0.626 

.001 



a 

In all correlation matrices the top value is the 
correlation coefficient and the bottom value is the sigiifir 
cance level for a one- tail test. 



depends on quality and economies of scale associated with the 
optimal size of school for a product of a specified quality. 
It is unlikely to find tuition and sise related without also 
finding strong correlations among other pairs of variables • 
Because we know that size, tuition^ and Q2 have skewed 
distributions^ extreme individual observations may be dis- 
proportionately affecting correlations. 

From the frequency distributions one finds that 
three of the four largest schools are also among the four 
most expensive schools and that one of these three has the 
v/orst quality of all schools,*^ If we delete this single 
observation^ several of the coefficients are drastically 
changed. Comparing the correlations in Table 44 with the 
findings in Table 43^ the following differences are note- 
v/orthy: 



To avoid the possibility of identifying specific 
schools through association with individual school data^ 
comparison of the four schools is omitted. 
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TABLE 44 

SIMPLE CORRELATION COEFFICIENTS (N = 80) 





Tuition 


- Size 


01 


02 


Size 


0.223 
.028 








01 


0.090 
.226 


0.099 
.195 






Q2 


0.035 
.388 


0.170 
.074 


0.349 
.001 




..03 


0.076 
.263 


0.090 
.281 


0.962 

.001 


0.582 

.001 



1) a reduction in the correlation of tuition and 
size^ althQugh the correlation still remains 
significant at the .05 level. 

2) a slight shift toward a more positive correlation 
of all three quality variables with tuition^ al- 
though the correlation remains insignificant* 

3) a complete reversal of the sign of correlation 
betvfeen quality and size; 02 even becomes 
significant at the 0.1 level. 



The positive signs of the correjations between tuition 
and quality are in the direction that v^e expect^ although 
the coefficients are not significant. Correlation between 
size and quality supports the proposition that sma?l schools 
may not have the capability for offering a high quca.5ty 
product. In aggregate the data indicate that as product 
quality increases the cost curve moves up and to the rights 
i.e.^ tuition rises and optimal size expands^ but one might 
expect more significant coefficients. Possibly non- linear 
Joint distributions exist among variables. 

As a means of exploring this possibility^ we divide 
tuition^ quality^ and size into higher^ middle^ and lower 
thirds and compute mean values of the other variables fc 
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each. third., Tha^most.prominent. .contrasts- (in Table ^5). 
are the relations between size and tuition and quality and 
tuition. The "U"-or slightly " J"- shape of the joint dis- 
tribution between size and tuition indicates that small^ 
and large schools particularly^ charge more tuition than 
medium sized schools^ although schools divided by level of 
tuition show moderately increasing size with rising tuition^ 
^•e.^ while small and large schools definitely charge more 
thkn other schools j many low and high tuition schools are 
not small and iarge^ respectively. 

The interesting relation between quality and tuition 
is the inverted "u"rshape between Q2 and tuition. Schools 
that do an average job. of preparing their students to pass 
the exaihihation charge nearly $100. more^ on the average^ 
than either the best or worst schools. 

No plausible a priori reason exists for medium 
quality schools, charging significantly more than other 
schools or for definitely lower arid higher quality schools 
charging less. We began with the proposition that^ the 
cosmetQ3:ogy training industry is not a homogeneous group of 
schools but the interinixing of several markets offering dif- 
ferent products on the basis of quality differentiation; 
however^ our data suggest that other factors may be diff er- 
entiating the industry. One of the most likely factors that 
could differentiate ah industiy such as cosmetology training 
in an urban area is the natural constraints that occur 
through cbramunity differences within a, city. 

Cosmetology schools, unlike other vocational pro- 
prietary schools, predominantly serve the community within 
which they are located. This community relationship is made 
apparent by comparing the geographical distribution of 
cosmetology schools with the distribution of other types of 
vocational proprietary schools. Of the 8l cosmetology schools 
in the Chicago SMSA, only three are located in the hub of the 
city where transportation systems converge, but for all other 
types of vocational proprietary schools in the Chicago area a 
* majority is located near the center of the city. Nearly kO 
percent of cosmetology schools are in suburbs, but only a 
handful of other vocational schools are not within the city 
limits. Consequently, cosmetology schools within a 



The advantage of this type of comparison, although 
difficult to interpret, is that it requires recoding only one 
variable at a time, thus losing less of the original information. 
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communitjr are far more subject to any constraints that may" 
arise within, or next to, that community than are other 
types, of proprietary schools. 

To the end of identifying the importance of community 
differences in creating sub-markets and different behavior 
among cosmetology schools, the two largest minority groups 
in Chicago, the Spanish- speaking community and the black 
community, are analyzed separately and in comparison with 
each other and the majority group of schools. The ne3ct 
section is a short description of the demographic character- 
istics of these two groups that will provide a framework 
for our subsequent analysis. 

The Black Minority 

According to the I970 Census there were 1.2 million 
blacks in the Chicago SMSA, 96*1 percent of whom lived in 
Cook County, and of those living in Cook County 93.2 percent 
lived within the city limits of Chicago, so that nearly 90 
percent of the blacks lived in a relatively small part of 
the SMSA (for npn-blacks the comparable- percentage is about 
39 percent) . 

Because our interest is in locating heavy concentra- 
tions of blacks, we designated all census tracts that had 
a majority of black residents, 2000 or more (based on 
average population per tract) , as black. The black, tracts 
form two regions. The largest black area spreads southward 
in an Inverted "V" shape from the center of Chicago, taper- 
ing down again near the southern suburbs. Constricting the 
group laterally is Lake Michigan to the east, lake Calumet 
and the Calumet River to the southwest and a white ethnic 
group to the west. The second area is considerably smaller. 
It begins just west of the center of the city and runs 
westerly to the county line, which forms a boundary with Oak 
Park, a white suburb. The definiteness of the two areas is 
indicated by the fact that of 238 census tracts designated 
as black, only six do not have at least one common side with 
other black tracts. 

The Spanish I^nority" ^ 

Of the 327,168 Spanish- speaking people in the Chicago 
SMSA reported in the 1970 Census, 2^7,3^3 or 75.6 percent 
lived in Cliicago, but they constituted only 7.3 percent of 
Chicago's total population. For this smaller minority the 
conventional level used in the Census, of H-00 Spanish resi- 
dents per tract, vias used in designating Spanish tracts. 



This group includes those v;ho consider Spanish their 
mother tongue or those v;hose head of household speaks Spanii 
as his primary language. 
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Although the distribution is more dispersed than 
for black areas two strongly Spanish communities appear^ 
The largest group lies to the northwest of the city center, 
just north of the second black community^ A second Spanii5h 
area forms a band running east-west just south of the second^ 
black community* In addition to these areas, there is 4 
large, less solidly defined Spanish area in a large area to 
the north of the city center peppered with Spanish tracts, 
a much smaller area to the southwest, and an even smaller 
group to the extreme southeast. 

Using the same measure of cohesion as for the black 
community, we find that of 153 designated Spanish tracts, 
13 do not have at least one common side with other Spanish 
tracts, but only two of the 13 are, located in the areas, 
north or south of the second black community; thus the two 
areas of Spanish concentration are quite solid. 

Comparisons Among Black , \ 
Spanish, and Majority i 
Area Schools 

Ten cosmetology schools are ideated in or near the 
Spanish communities, and four of them of f er, in varying 
degrees, instruction in Spanish as well as in English. Of 
the 16 schools in the two black areas, I3 are in the large 
southern section, and the rest are in the western section. 
Because the western section represents a special situation 
which we will discuss later, the present analysis is limited 
to the southern area and its schools . "Majority" schools, 
the balance of schools, are the total minus the 10 Spanish 
and 16 black ^rea schools. Data on these three groups of 
schools are presented, in Table 46^ There are several 
important findings concerning the differences among these 
three groups of schools. 

First, there are significant differences between 
average tuition: black area schools average $658, nearly 
$150 more than the average in majority schools, and Spanish 
area schools average $375^ more than $130 less than the 
average in majority schools. Also, the small variance in 
Spanish area schools' tuition suggests a highly uniform 
group of schools. Second, most of the minority area schools 
are smaller than majority schools. The particularly large 
standard deviation for Spanish area schools is due to one 
very large school which raises the mean size of that group 
considerably above the median. And third, the quality of 
minority area schools is significantly lower than majority- 
area schools. Overall, we see that Spanish area schools 
are quite homogeneous in quality and tuition while dis- 
tribution of tuition and quality among black and majority 
area schools is more diffuse. Of more concern is the dis- 
parity between tuition and quality among the communities. 
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Both minority communities have an equally significantly 
lower quality (which is not inconsistent with the expecta- 
tions of the "quality^' measures) than the majority group; 
however, black area schools charge significantly moro tuition,, 
arid Spanish area schools significantly less, than majority 
schools. 

Considering the generally low level of income among 
Spanish- speaking people in Chicago (see Table 47) it is 
understandable that schools in the Spanish community must 
keep tuition low to remain within reach of their potential 
students (although the consequences of so doing may be a 
product of reduced quality). This rationale, however, 
means that tuition in schools in black areas (where ihcome 
is even lower than in Spanish areas) should be at least as 
lov/ as in Spanish area schools i Yet, we observe an extremely 
high tuition level in the black area schools.-^ 

TABLE 47 

COMPARISON OP SPANISH- SPEAKING., BLACK, AND TOTAL ^ 
POPULATION IN CHICAGO BY MEDIAN INCOME AND 



MEDIAN SCHOOL YEARS 




Median Income 
of Families & 
Unrelated 
Individuals 


Median 
School Yrs. 
Completed 


Chicago census tra,cts with 
400 or more Spanish 
language persons: 


$7^^^1 


8.7 


Chicago census tracts with 
400 or more black person?^: 


$6,382 


10.8 


All persons in Chicago: 


$7,983 , 


11.2 



Any attempt to explain differences in tuition must 
begin with a proper identification of what the quality vari- 
able actually measures. As stated earlier, because the 
school quality variables are actually derived from a combin- 
ation of student and school inputs, the perfomance attributed 



A possibly important variable in explaining tuition 
levels, but one of yet unknown significance, is the role of 
government student aid programs. A school that is qualified 
to train students v/ith government financial aid is essen- 
tially selling to a class of buyers with subsidies tied to 
the product. 
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to school inputs is generally indeterminate • However^ in 
this analysis we assume that student input is similar in both , 
the Spanish and black area schools (to the extent that student 
input is related to the general socioeconomic level-- in 
terns of education and income — of the community). Thus any 
differences in output between these two groups is the result ' 
of school inputs* Fortunately^ in the comparison of black 
and Spanish area schools^ analysis of tuition differentials 
is- made still easier by the uniformity of quality measure- 
ments--that is ^measured outputs of the schools. Student 
inputs are similar and overall outputs are similar; this 
suggests that school inputs are similar* If so^ differences 
in tuition must be due to differential costs of school in- 
puts or attributed to market constraints or imperfections* 
Possibilities for substantial cost differentials between 
black area schools and Spanish area schools;, however^ are 
not convincing. Costs associated with location^ such as 
rent and insurance^ are probably similar. Delinquency and 
vandalism are probably as prevalent in the south side black 
community as in the west side Spanish area. Land values 
also are either similar^ 6r^ if different^probatly higher in 
the Spanish areas which -are closer to the city business and 
coirimercial districts than the black area. Another possible 
reason for differential costs might be the distaste among 
teachers to work in high crime areas or the result of 
racial discrimination on behalf of the teachers^ but neither 
of these explanations seem plausible. Undoubtedly crime may 
be a deterent to employment^ however ^ both of the communities 
in this analysis are high crime areas so that no substantial 
differential should exist between them. The most likely 
racial situation between teachers and students that might 
alter school costs would be the costs of attracting teachers 
of a different race or ethnic group from that of a school's 
students. But in talking with school owners and managers^ 
it is apparent that most schools liire instructors who have 
cultural backgrounds similar to the students. In sum^ it 
seems likely that the large^ significant difference between 
tuition levels in the Spanish and black area schools is not 
dependent on quality considerations or school costs. 



A fuller discussion of the quality measurements and 
the influence of student inputs upon these measures is given 
in Appendix 9 . 

2 

This is a highly simplified approach. It proxies 
community characteristics for individual characteristics and 
ignores the influence of other traits^ such as motivation^ 
that constitute student input. Nevertheless it does delin- 
eate the generally accepted distinction of the disadvantaged 
black and Spanish (often Chicano) communities. 
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Further Analysis and Comparison 
Among Schools ' ^ * 

To this point, the empirical results have not sup- 
ported the hypothesized conditions expected to exist among 
schools. Part of this failure is probably due to the lack 
of better estimates for costs of school inputs, and evalu- 
ation of student inputs. However, the single most impressive 
finding is the tuition difference between Spanish and black 
area schools. While there undoubtedly are some differences 
between cost structures and student inputs in Spanish .and 
black area schools, we have given some evidence that those- 
differences should be less than whatever differences exist 
between either the Spanish and black area schools and the 
majority group of schools* Furthermore, on the basis of 
these differences, tuition and measured quality should be 
more similar between Spanish and black area schools than 
between either Spanish or black area schools and the majority 
schools. The fact is that while quality is about thp. same in 
Spanish and black area schools the mean tuition in black area 
schools is $283 higher than the mean tuition in Spanish area 
schools (a highly significant difference— see" Table 46) . 

At this point, partially to summarize and to clarify, 
all factors that might, singly or in combination with other 
factors, affect the tuition differential are listed— includ- 
ing some that have already been discussed. The list includes 
the following: (a) higher costs of production, (b) higher 
preference among residents of the black community for beauty 
culture training, (c) a confined sub-market whose members 
are deprived of an opportunity to share in the availability 
of options open to other students, (d) an agreement among 
schools to set prices, (e) distortion of free market pricing 
through government subsidies, (f ) lack of information among 
students about schooling options, and (g) lack of information 
among potential school owners about the profitability of the: 
industry. Some of these conditions can be ruled out immedi- 
ately as highly improbable or contrary to evidence. 

(a) . The black community is a community with lower 
than average income and education, and in a sbcio-economically 
depressed area several factors could influence production 
costs. Land values and rent should be less than in either 
business and commercial areas or suburban areas where social 
milieu enhances land values, but other overhead items such 
as insurance arxd maintenance may be higher. Furthermore, it 
may require greater school input to attain the same level of 
quality and preparedness for a student from a depressed 
neighborhood than for a girl from another area. While these 
_ costs are quite real, they do not provide an adequate explan- 
ation. The Spanish area is in the same socio-economic situ- 
ation as the black area, but those schools have very low 
tuitions. 
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(b) . If a higher preference exists among residents 
of the black community for beauty culture training, the 
proper response would be for more schools to enter the com- 
munity, not for existing schools to charge extraordinary 
tuition* 

(c) • If students in the black community are effec- 
tively barred from attending schools outside their own 
community because of social bar3riers between races, costs of 
transportation to reach other areas, or ignoraiice about 
opportunities existing elsewhere, cosmetology schools in the 
community would have a "captive" clientele, making it possible 
for them to eam excessive profits by charging higher tuition, 
but with 13 schools within this one area,, cotnpetition isunong 
schools should be sufficient to keep price equated to minimum 
average cost. If profits do rise, entry of hew schools 
should return the market to competitive equilibriumV^ 

The four remaining possibilities involve, violations 
of conditions assumed of a competitive market---the existence 
of imperfect knowledge and/or aberration from a uniform 
market pricing mechanism. Estlmatioh of the importfiuice of 
these factors, while speculative^ deserves further iattehtion. 
Two situations could exist, singly or jointly. One is that 
school owners, going on the assumption that they operate in 
a demographlcally isolated area and in one where ignorance 
of the industry prevails, agree to a high minimum tuition 
level. One school owner stated that a few years ago some 
of the owners in the black area schools did make an effort 
to a^ree upon a "fair" tuition floor, but that rising costs 
and ^special" tuition offers have obscured the agreement. 
Nevertheless, the general effect of such an agreement could 
still persist. 

The behavior of some school owners suggests that they 
consciously attempt to curtail the free flow of information 
about their school and their competitors. When telephoned 
by a woman (who stated her association with this research 
project), many school owners would not give information on 
tuition or additional fees. Their reply was that they could 
give our such infonnation only upon a personal visit to the 
school. However, a man calling the same schools encountered 
no difficulty in obtaining the same information. One might 
infer from this behavior that school owners feel that giving 
out information over the phone allows the potential student 
to "shop" in an objective manner whereas if the person visits 
the school the owner may "bargain" or feel that subjective 
influences may sway the girl into enrolling. 

Partial detachment from a free market pricing 
mechanism may arise from participation in government student 
financial aid programs. The net effect of these programs 
is to provide the student with a subsidy which, through 
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Income and substitution effects, increases the -amount of 
money thiat the person is willing to spend for schooling • 
A student receiyihg a subsidy, in the foim of a loan or 
grant, such as that -available thr^^ the Federal Insured 
Student Loan, or Basic Education Opportunity Grant i)r6gram, 
is willing to spend more in aggregate (M.s money plus the 
government money) for training than he would if he had to 
pay the full amount himselif* Therefore, schools^ eligible 
for and participating in such programs may find it advan- 
tageous to raise* tuition if a sizeable fraction of their 
Business comes frbm students parti ci|>ating in the government 
programs, or they may even create a two-tier pricing system,, 
one price for government aid students and a lower tuition 
for non-support students 

Another important consideration (and one that is 
related to production costs): is the less than free flow of 
resources, in this case, the free movement of students, be- 
tween communities offering cosmetology training. The black 
cgminunity represents a geographical and demographical islandr- 
isolated from the rest of the Chicago area. As described 
before,- the blacks in the south are confined on the east and 
southeast sides by geographical, constraints. To the West lies 
a Polish^ and German, ethnic group that does not mix with blacks* 
The division is so sharp that for 28 continuous city .blocks 
every census tract east of one of the north- south streets is 
classified as black, and not one on the west side of the 
street.^ 

The options for a black person to attend a school 
outside the community are (1) going a considerable distance- 
further south to one of two schools located in the suburbs, 
(2) taking daily transportation to one of three schools in 
the downtown area to the north, or (3) crossing over into 
"hostile" territory to the west. Pew are likely to go to 
the suburbs, and they are less likely to enter a strongly 
anti-black neighborhood. Some may go downtown, but even 



"Bargaining" with students in setting tuition may 
also occur in some schools. If the practice is more prevalent 
in black area schools, it could explain the high tuition rates. 
School owners may state an unusually high tuition figure which. 
allows them to bargain down with the student. Another possible 
explanation for the higher tuition rates in black area schools 
than elsewhere is that a school must raise its tuition to off- 
set losses occurring through a high drop-out rate. 

2 

The sharp distinction between regions is also mani- 
fested in tuition levels. One might expect black area schools 
located near the borders, where proximity to other non-black 
area schools exist, to have tuition levels lower than the 
general level prevailing within the black area, but in fact 
the tuitions of these peripheral schools are within a few 
dollars of the black area school mean. 
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if they use public transportation the cost of commuting from 
the south sidt; to the city center would be over $200 for a 
nine-month period, not to mention the cost of commuting time. 
In terms of average cosmetology school tuition^ this repre- 
sents a 4o percent add-on cost to cash outlay. In a very 
real sense they form a "captive" market. 

The situation in the smaller black community immedi- 
ately west of the city center which we have ignored to this 
point adds additional support to our explanations of pricing 
behavior. Within, this community there are three cosmetology 
schools. The average tuition, size, and overall quality of 
these schools are $970, 113. 3^ and 22.2, respectively.. 
Tuition and size are significantly greater than average 
($522 and 45.7 for all 78 other schools) and quality is 
significantly less (43.7 for all 78 other schools). In this- 
community the situation is similar to that in the southern 
community but more severe because of, the greater degree of 
isolation. As mentioned earlier, Spanish neighborhoods lie 
to the north and south of the black community. To the west 
is Oak Park, a heavily Scandinavian and Eastern European 
suburb. To the northwest lies a Polish community; to the 
southwest, Cicero, a strongly anti-black Italian, Gzechslovak- 
ian, and Polish suburb. Isolation of this black community 
is exacerbated by the nearly total absence of mixing with 
adjoining ethnic groups. Of the 59 census tracts, in the 
western region designated as black, only one is also desig- 
nated as either Spanish or Polish. 

To recapitulate, the precise reason for high tuition 
in the black communities is not definite. Although we do not 
have information on production costs and while differential 
costs could account for some of the tuition difference, it 
does not seem reasonable that production costs could vary 
widely enough to account for the large difference in tuition. 
A stronger reason is that there is a serious lack of infonnation 
about business and schooling opportunities but again it is 
questionable whether this line of reasoning can fully explain 
the tuition difference. Another possible explanation is that 
the data on reported tuition rates do not accurately report 
actual tuition rates; however, we currently have no way to 
verify this possibility. Finally, it could be that black area 
students have inordinately high preferences for neighborhood 
schools, thus creating a limited monopoly for each school. 
However, it seems implausible that black area students have 
much stronger preferences for nearby schools than other 
students. Wiiile some of the tuition differential may be at- 
tributed to each of the possibilities just mentioned, it seems 
probable that the geographical and ethnographical isolation of 
the black communities (and the costs of leaving the areas) 
and a lack of infozination are central factors in explaining 
the tuition differences found among communities. 
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To the extent that the Spanish smd black communities 
represent low economic and educational conditions and that 
black area schools deviate from a competitive situation^ 
exclusion of schools in these two groups from the etnalysis 
of the rest of the schools partially removes the possibility 
of misinterpreting Ql as an environmental variable rather 
than as a measure of quality of cosmetology schools* Further- 
more it removes a group of schools known to deviate from 
competitive conditions^ 

The remaining 56 schools should be operating in an 
open market^, free from geographical and demographical con- 
straints and serving a population that can reasonably afford 
to purchase the products. If more definite relationships 
can be established among tuition^ quality, and size, these 
remaining schools should provide an opportunity for analysis, 
previously denied. 

The information in Table 46 indicates three things 
about the majority schools. They are larger, offer better 
quality, and are intermediate in price compared to the black 
and Spanish area schools. Correlations in Table 48 show that 
size and tuition is the only significant correlation (s = 
and it remains positive as it was in Table 44. The relation 
between tuition and Ql increases very slightly over the re- 
sults reported in Table 44, and the size-quality relation is 
considerably weaker. 

TABLE 48 



SIMPLE CORRELATION COEFFICIENTS FOR J/xAJORITY SCHOOLS 



Size 

Ql 
Q2 

Q3 



Tuition 


Size 


Ql 


Q2 


0.340 
(.007) 








0.147 
(.152) 


0.107 
(.218) 






-0.043 
(.384) 


0.097 
(.242) 


0.325 
(.008) 




0 = 106 
(.230) 


0.059 
(.334) 


0.962 
(.001) 


0.536 
(.001) 
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When vievrLng the entire population of schools we 
came to suspect that the data contained extreme data points 
and possible non-linearities of relations among variables. 
To check for this possibility significance levels were 
computed for Chi-square goodness- of- fit values based on 
crosstabulations of pairs of variables recoded into quintiles. 
This procedure deflates the importance that extreme observa- 
tions have in calculating correlation coefficients^ and also 
will indicate strong patterns in joint distributions among 
variables whether linear or not. 

Results of the Chi-square tests^ given in Table 
indicate thz^ee , important facts. One is t?iat the relation 
between sizo and tuition^ significant throughout the correla- 
tion matrices^ completely disappears. The chi-square yields 
a significance value of O.67. A few extreme points of the 
skev/ed frequency distributions (Tables 38 and 39) have af- 
fected previous correlations. Second^ the only reasonably 
high significant value occurs for size and Q2^ a relation 
that showed no particular importance in the correlation 
matrices. The relationship between tuition and the only 
other relation that could be considered even slightly 
significant^ is consistent with the correlation coefficient. 
And thirds no other relationship is significant. 

TABLE ^9 

SIGNIFICANCE LEVELS FOR CHI-SQUARE VALUES 
OF 5x5 CROSSTABULATION TABLES^ 



^ Tuition and Size s = O.67 
Tuition and Ql s = 0.79 

Tuition and Q2 s = 0.12^ 

Tuition and Q3 s = 0.53 

Size and Ql s = O.93 

Si2:e and Q2 s = 0.01^ 

Size and Q3 s = O.78 

a 

With 56 observations a five by five table^ yielding 
an expected value of slightly more than two observations per 
cell^ is the largest size feasible. See Walker and Lev^ p. 
107^ for further explanation. 

b 

The crosstabulation for this p^Lr of variables is 
given in Appendix 10.. 



A visual inspection (Appendix 10) of even the two re- 
lationships v/ith the most significant values does not evidence 
strong systematic patterns^ however. The average expected 
cell count is two^ and v/hile several cells have no observations 
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there is no apparent order to the occurrences of these high 
and low cell counts* 

Reverting to the, raw data. (Figures 11-1 and 11-2 in 
Appendix 11 for the same two relationships, we see that the 
observations appear to be distributed fairly randomly, with 
a few outliers in both tuition and quality* Perhaps the 
most we caxi extract from these figures is that Figure ilr-2 
tells us something about what kinds of schools do not exist* 
Small schools may be of any quality, and high quality schools 
may be any size, but large schools are not low quality 
schools (and as we know, this characteristic of majority 
schoolis does not apply to the other groups of schools). 

Throughout this chapter many. results varied from 
what was expected, given classical theory of competition 
and a specified individual decision model; however, several, 
of the assumptions necessary for a competitive market were 
violated and in some cases tests of theoretical propositions 
were considerably weakened by lack of sufficient empirical 
data. Nevertheless, some unexpected results were founds 
the most interesting perhaps being the division of the 
cosmeuolbgy school industry into distinct ethnographic and 
geographic sub-markets and the resulting behavior of the 
schools stemming partially from that market structure* 
Moreover a lack of information may account for some of the 
unexpected relationship between tuition and quality, but, 
as already pointed out, school "quality" is not easily 
identified and isolated and a number of other factors which 
we have either not identified or measured, if included, 
might further explain some of the relationships. 
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CHAPTER VI 



SUMMARY AND IMPLICATIONS 



Private^ profit-oriented vocational schools-- the 
proprietary school industry — have provided a myriad of 
training opportunities to millions of people, for centuries. 
Nevertheless^ these schools have received little attention 
in the midst of a vast cumulation of data and publications 
on education especially over the. last two decades. The 
research in this report was conducted in order to identify 
the nature and performance of this diverse^ semi-visible 
part of the educational sector. Until more is known about 
the operations of proprietary schools we cannot prescribe 
what role they should have or what resulting modifications 
should be made in educational policies to improve the 
American educational system. 

Characteristics of the 
Proprietary School 
Industry 

Perhaps the most outstanding feature of the propri- 
etary school industry is that it is a part of both the 
educational system and the business world. Proprietary 
schools are different from other types of educational insti- 
tutions in that they are profit-motivated. They come into 
existence by responding to a specific demand for services 
that is not being met by other educational institutions. 
Their survival depends upon serving the conscious heeds of 
students: failure to do so results in failure of the school 
as a business. Unlike "public" schools^ the only financial 
support for the proprietary school is what it raises through 
student fees. In this sense proprietary schools are the 
ultimate in educational accountability: purchases of train- 
ing opportunities are transacted directly between school and 
student. 

Among business finns proprietary schools are unique 
in that units of production are not standardized. Each item 
produced is different. The school cannot control one primary 
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resource necessary for producing skilled graduates— the 
student. Disregard or tmderestimation of the iiriportance of 
this major distinction betv/een hitman beings and other "raw 
materials'^ in a production process is probably the cause of 
much misunderstanding of what proprietary schools can and 
should do. Proprietary schools do not, of and by themselves, 
train people for jobs-- they provide training opportunities* 

Compounding the misconceptions arising from the 
hybrid nature of the proprietary school, many educators 
fail to recognize the extent of diversity within this in- 
dustry, riot juGt in types of training, but also in size, 
ownership, diversification, and fiscal characteristics. 
When one thinks of the proprietary school industry, one 
commonly envisions the trade and technical and the business 
schools; however, these schools form only a third of the number 
of vocational resident proprietary schools though enrolling three 
fourths of all resident students*. With the inclusion of 
other schools (such as pilot- training, cosmetology, and 
barbering schools) that were excluded from the industry-wide 
sample, the percentage would be reduced to approximately 15 
percent. Besides trade and technical schools and business 
schools , the industry includes data processing, general 
education, applied arts, public services, heatlth, transporta- 
tion, plus a miscelleineous host such as dog grooming, bar- 
tending, real estate, cooking, and florist schools* Many 
schools could be classified under several categories and many 
might be called avocational as well as vocational* A 
salient point is that these schools enroll as many as do 
vocational programs in community colleges, but in a much 
broader range of learning oppo2*tunities* 

The diversity v/ithin the industry, than, is striking 
by virtually any measure. While some schools may have as 
fev/ as two or three students, others have more than a thousand 
students; the typical school has only 50 to 100 students* 
Although the average amount of physical assets is small, 
there is great variation; half of the schools have no more 
than $30,000 in physical assets and one out of five operates 
with less than $10,000 of assets, but a few schools have 
assets totaling more than a million dollars* Two- fifths of 
the schools are controlled by single owners, and at the other 
extreme 25 percent are owned by parent corporations. Divers- 
ity is found also in the schedules of courses and programs 
that are offered and in the diversification within each school 
(some offer only one specific course while others offer 
dozens of c urses in different occupational fields). 
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Economic Conditions 
Influencing Demand 
for Training 

An initial task v/hen scrutinizing proprietary 
schools is to identify sets of forces the schools respond 
to and hov/ they respond. Operating a school successfully 
requires the combination of a number of important business 
and educational skills^ and because of fluctuations in 
economic conditions beyond the control of a school risks may 
be high. 

A proprietary school must identify and measure the 
student demand for its training^ i^thout which the school 
caimot exist. However^ v^e found that student demand is a 
complex function of several factors^ many of which are not 
v/ithih a school's control and some of which we could not 
identify. An atteiT5)t was made to evaluate the impact of 
some standard measures of labor market conditions on demand 
for training. Despite inability to make precise estimates;, 
two findings are of interest. Firsts demand for vocational 
training among v/omen expecting to enter the labor market 
varies directly with the rate of unemplojmient . Earlier 
studies indicated that the sexes (in public high schools) 
responded differently to the unemployment level. That is^ 
perceived costs and returns based upon expected^ utility to 
the person in the labor market were different for the two 
sexes. In the case of cosmetology training^ v/here presum- . 
ably the xromen's intention of labor market participation is 
the same as for men in general^ the response to the unemploy- 
ment rate was positive^ as among men. 

Second^ wages v/ere found to affect demand for train- 
ing. Over the years technical schools have had to raise 
tuition to offset higher costs of providing training 
opportunities and these higher tuition costs are sometimes 
cited as a reason for the general decline in enrollments. 
Hovrever^ the analysis of demand for training at the Electron- 
ics Technical Institute' (ETI) ^indicates that rising tuition 
is not the cause of the dovmv/ard trend. Although tuition in 
real terms more than doubled in the last twenty years^ rising 
per capita disposable personal income has more than offset 
the negative influence of higher tuition. The most significant 
variable explaining the rise and fall in enrollment is the 
rats available to an individual lacking the training. Real 
v/ages for the TV-radio technician have remained virtually 
constant for tv/enty years v/hile vrages for an average 
industrial v/orker v/ithout the training have risen substantially. 
The result has been a reduction in the incentive (expected 
v/age increase) to take such training. A similar analysis v/as 
attempted with data on the cosmetology school industry using 
the federal minimum v/age as the alternative wage. Because of 
statistical complications^, the results were not conclusive^ 
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but indications were consistent with the findings in ETI. 
With each legislative enactment raising the minimum wage the 
incentive for the individual to invest in semi-skilled 
training opportunities will diminish unless wages for the 
semi-skilled are increased proportionally. 

Aside from the standard indicators of labor market 
conditions, numerous other exogenous variables can have 
strong influence on proprietary schools* The exjpansiori of 
the computer industry was followed in the 196o^s by explosive 
gro^rth of data processing and computer schools. Unionization 
of fruit harvesters had a curious and unanticipated effect on 
demand for training at ETI. Wage increases^ precipitated by 
unionization, eliminated the demand, for a particular group of 
immigrant workers who annually acquired training at trade 
schools in Chicago at the end of the harvest season. Once 
the demand for these people as harvesters was eliminated so 
was the demand for the classes designed for them in the trade 
schools. In another instance, the trade school had a very 
popular course in wiring and soldering of electronic com- 
ponents; for more than a year this school matriculated about 
30 students every month. One year later the school did hot 
enroll 30 students in that course all year because manufac- 
turers had shifted to using Japanese imports. 

internal Influences on 
School Success 

One could describe the other equally dramatic effects 
upon proprietary schools, but the sensitivity of proprietary 
schools is not solely the consequence of fluctuating market 
conditions or of changing technology. The very nature of the 
proprietary school — its functions and management — is also a 
critical aspect of the industry's sensitive role. 

Since many schools are small, attracting a few 
additional students can make the difference between a reason- 
able profit and a substantial loss. The proprietary school 
industry is highly leveraged and therefore inherently risky. 
Since a dollar of assets generally generates , two or three 
dollars of annual income, skill in controllihg costs can 
yield rev/arding profits. In the case of ETI, a 1 percent 
increase in revenue may generate a 10 to 15 percent increase 
in profits; but the leverage vjorks in the opposite direction 
as well. If revenue falls without accompanying reductions 
in costs, heavy losses may ensue. During the year in which 
ETI had a loss, a 1 percent decline in revenue resulted in a 
60 percent decline in profits. 

Hov/ever, the ability to control costs comes at a • 
premium. In fields where there is constant flux in economic 
conditions, technology, labor market, and government regula- 
tions, controlling 30sts requires continuous effort, and the 
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omer's ability to perceive the implications of exogenoub 
changes and to adapt his school^ s operations accordingly is 
all important. Compounding this task is the difficulty of 
acting with proper timing. In the case of ETI^ the 1954 
iocision to offer a course in color- television repair reflected 
an accurate perception of the direction of technological 
development^ but the timing was faulty. 

Obviously, to remain in business a school must be 
able to offset some misjudgments of market demand or errors 
in timing WD\th other more successful responses t9 market 
needs. For instance^ the owner of ETI raised tuition in a 
wiring and soldering course In the face of competition Trom 
public institutions because he was not clearing the costs 
of the program. Nevertheless demand for the course did not 
diminish; from the students^ point of view^ ETI apparently 
offered a superior .training opportunity for which there was 
no adequate substitute. The impact of such a program on a 
school^ s success is twofold. Revenue, is increased through, 
higher tuition and enrollment^ and unit overhead costs and 
instructional costs are reduced l)y achieving a more optimal 
student-- faculty ratio — a variable that is positively associ- 
ated with the most profitable schools. 

In stressing the role of the proprietor^ whether 
owner or manager^ we must realize that often a single in- 
dividual is responsible for the design of the product^ its 
production^ and its marketing — a number of important func- 
tions^ any one of v^hich can affect a school's profitability 
and eventual survival. 

An examination of rates of return for proprietary 
schools clearly reflects the presence of these critical 
internal factors. The rate of return to physical capital 
(assets) for the typical proprietary school is 1^ percent^ 
slightly above the average for manufacturing corporations 
(10 percent)^ but has tremendous variation and volatility. 
The most profitable schools have returns exceeding 100 percent^ 
but fully 25 percent of all proprietary schools suffer losses. 
The implied volatility is supported by the fact that ETI 
profits varied more than 1000 percent over a period of time 
vfhen physical assets v^ere relatively constant. 

The discrepancy between the rate of return for 
proprietary schools and that for manufacturing corporations 
may v^ell be due to the greater risks within the proprietary 
school industry v^hich already has been mentioned* The 
omission of non-physical assets in computing rates of return 
could also be a partial explanation. In many schools^ the 
ovmer^ through years of experience^ learns how to curtail 
costs ^ how to increase appeal of programs and courses^ and 
hov; to best market training programs. The contribution of 
these intangible assets to profits in many cases may be. as im- 
portant as physical assets. 
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The balance that the proprietor strikes between 
meeting industrial demand and student demand also affects 
the success of the school. The two demands^ however^ may- 
operate in opposite directions. Industry may prefer 
laborers with skills that require more training than the 
student feels is necessary. The student^ paying for the 
costs of the training^ tries to obtain a job without incur- 
ring any more costs than he considers necessaiy. The 
proprietary school in a very real sense seirves as a "go- 
between": if the proprietor designs his programs solely to 
suit industry^ he stands to lose appeal among prospective 
students. If he favors the student^ he may not ba providing 
industry with a satisfactory product—the adequately trained 
graduate. The proprietor's Job is to maximize net satisfac- 
tion of industry and the students, T^e more rapidly 
exogenous changes occur^ indicators used in making. adjust- 
ments become less clear^ and the more difficult the 
proprietor's work becomes i Operating on, a frontier of 
technological change increases the proiiium for accurate 
perception of how to respond to the two d'emarid factors. 
Appropriately enough^ the rewards for the person who can 
fill this important and timely training role> of linking 
industry and labor, are substantial, as are the penalties 
for faulty judgments. 

Relationship vfith 
Community Colleges 

One central task of -this research was to delineate 
the relationship between proprietary schools and their 
nearest counterpart in the public sector — community colleges. 
Previous studies have offered explanations of why the re- 
lationship betv;een community colleges and proprietary schools 
might be complementary or competitive, but none of the 
studies tried to specify the relationship itself. In this 
research the question of the relationship between the two 
types of institutions was addressed in several ways, with 
mixed results. 

The clearest case for relegating specific occupational 
training to ons or the other institutions can be made for 
cosmetology. Ninety percent of cosmetology training occurs 
in proprietary schools. The little training that is offered 
in community colleges has higher direct costs than in the 
proprietary schools: $1200 just for instructional costs in 
the community colleges versus $550 for the entire tuition 
and equipmen^i costs in the average proprietary school. 
Considering the uniform occupational objectives attainable 
with such training there seems to be little reason for public 
schools to serve in this capacity. Indeed, after initial 
experimentation vath cosmetology training community colleges 
are beginning to relinguish this fj^ld of training to 
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proprietary schools. In one community college administrators 
aclaiowledged that the proprietary schools could serve the 
public interest more efficiently and accordingly discontinued 
the cosmetology program. Another community college^ prefer- 
ring not to relingiiish complete control over cosmetology 
training though realizing the advantage offered by proprietary 
schools;, contracts with local proprietary schools. 

There was some indication that students may have 
definite preferences for acquiring certain types of training 
in particular institutions (see Chapter IV). A comparison 
of enrollments among courses in a technical school with 
enrollments among technical courses in the city* s community 
colleges showed that relative enrollment in a particular 
course varied inversely between the two institutions • That 
Is^ the TV and radio repair course^ ETJ:'s most popular course^ 
has had no enrollments in the community colleges for the last 
tv7p years ^ and electronics technolo^^ the most popular 
course in the community college (of courses pffered by both; 
types of schools)^ is the cpurse with the lowest enrollment 
at ETI. Whether ETI actually is better equipped to train 
TV-repair technicians or the community colleges to train 
electronic technicians or whether the difference is 
coincidental — or stems from ill-defined student habits--can 
be only a matter for speculation^ These bits of information 
indicate that some "settlement" has been reached between the 
two institutions. 

More direct and comprehensive evidence shows a 
detrimental effect of competing programs of community col- 
leges on the general economic viability of proprietary 
schools. 

The analysis of proprietary school failure rates and 
of growth trends in proprietary schools showed that school 
failures increased 50 percent during the years of most rapid 
expansion of community colleges. Furthermore^ proprietary 
schools that offered training most similar to that offered 
in community colleges shov/ed no increase in number 3 however^ 
the number of specialty schools providing training not 
usually duplicated by community colleges increased 50 percent. 

One analysis (reported in Chapter III) focused on 
identifying the relationship between a business proprietary 
school and a nearby community college that offered similar 
programs. A multi-variate regression analysis to explain 
enrollment shifts between the two institutions in terms of 
potential tuition- savings proved to be inconclusive because 
there v/as not enough information to specify the model 
adequately. A different technique^ however^ gf^ve further 
evidence of the probable impact of the community college on 
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the proprietary school. Students at the business school 
(PBS) were grouped into four training schedules by length 
and day or night classes. The four training schedules were 
compared before and after establishment of a nearby commun- 
ity college. The hypothesis that the greatest decline o£ 
enrollment would occur in the schedule that Is the closest 
to the schedule of training offered in the community college 
was supported. There was a 77 percent decline in FBS en- 
rollments in the long^ evening course (which most closely 
approximated the schedule provided by the community college)^ 
while for the schedules not offered by the community college 
the net decline was only 5 percent. More recently the com- 
munity college has added other schedules and now the 
proprietary school is on the verge of closing. 

Implications of Competition 
From Community Colleges 

We now arrive at the key issue:of what consequence 
is it if community colleges competing with proprietaiy 
schools threaten the survival of individual proprietary 
schools and the growth of the proprietary school industry? 
A me-rlngful answer will revolve around the values we place 
on the services^ functions^ and costs^ lost or gained by such 
a restructuring of the educational system and oh having ah 
efficient and effective educational system. Firsts the 
number (variety) of services (training opportimities under 
varying conditions) v/ill probably be diminished. Although 
the public school may increase the number of services that 
it offers 3 services from the educational system overall 
vfill be diminished by the number of unique services that the 
proprietary school offered at the time it closed and which 
were not incorporated into the community colleges. 

A major misallocation occurs through shifts in the 
expenditure of educational monies. Through tax subsidization 
public schools offer their services to the public below cost. 
Private schools ^ of course^ must meet all costs through the 
tuition they charge. Naturally^ if a public community col- 
lege opens, offering services which students attending a 
private school consider identical, the students will switch 
schools. Some additional switching may occur among students 
v/ho, with other things equal, prefer the particular services 
of the private school but who are willing to give up their 
first choice and accept a lesser choice for the tuition 
savings . 

As the variety of the private school's educational 
services is diminished by offerings in the public school, 
total demand for private schooling declines. Overhead costs 
v/hich once v/ere shared by all students taking different' 
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courses now must be supported by a diminishing number of 
students. Eventually the school may be forced, to close^ 
hot because all of its students have switched to the public 
school but because the latter' s offerings have overlapped 
with the private curricula to such a degree that overhead 
costs are not covered by revenues generated from demand for 
the remainder of distinct educational services offered by 
the private school. 

Wien the interests of students who preferred the 
services offered by a private school tlmt has been forced 
out of business are not met by the public school^, the 
students either do not return to school or they settle for 
some less desirable alternative. To the extent that these 
students choose some service available within the public 
school^, subsidization distorts the mixture^ of options: that 
would be pursued without the subsidy. To the extent that 
these students choose hot to return to school^ the subsidy 
results in the purchase of fewer educatipnal services. 
The net effect is that either more or less nioney is allo- 
cated to particular educational services than would occur 
in a market without this form of subsidization. 

Even though this distortion in allocation occurs^ 
there are benefits resulting from, subsidization: namely^ 
enhancement of educational opportunities for individuals 
who cannot afford the full costs of education and increased 
productivity of these individuals at work. 

Hox^rever^ these same benefits could be attained 
without decreasing the total diversity of educational services 
by tying the subsidy to the individual rather than to the 
institution. Some progress is being made in this direction 
by making educational loans and grants available^ and many 
government programs no\j include proprietary schools within 
the recognized field of post-secondary education. 

Another consideration in weighing the relative merits 
of the proprietary school and the community college is cost 
of the services. There may well be justification for keep- 
ing certain programs within one or both types of institutions^ 
but there also is increasing evidence that a number of pro- 
grams are urmecessarily duplicated. If we wish to allocate 
our limited resources wisely we must decide which institution 
in such cases is better suited to provide the training. 
Recent research has found that aside from small differences 
(1) the type of student attending a vocational proprietary 
school is similar to that attending vocational programs in 
community colleges^ (2) student total cost (direct and in- 
direct) are remarkably similar in a number of occupational 
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areas, and (3) subsequent employment status is similar* 
With all three of these important factors determined, the 
only major issue remaining is evaluating the social costs 
of each institution. Drawing upon some fragmentary evidence 
(presented in Chapter V), it appears that if the value of 
-community- college subsidies were included in costs ^ proprie- 
tary schools could provide the same quality of service for 
no more, and often for much less, than do the community 
colleges* 

And finally, proprietary schools may function as a 
bellwether for public educational institutions. Proprietors 
frequently go to industry and ask whether a particular skill 
would be used. Finding a suitable, required skilly the 
proprietor can design, package, and sell a training program 
within months. It may well be that mrny community colleges 
are as responsive as they are because the activities of 
proprietary schools quickly point up training needs and 
gaps in offerings. 

Implications of Government 
Interest in FroprietaiFy 
Schools 

A number of federal government agencies — the Labor 
Department, the Federal Trade Commission, the Veterans 
Administration, the Bureau of Indian Affairs, and the 
National Institute of Education, to name a few — are for 
various reasons, from either a business or educational per- 
spective, interested in proprietary schools. From these 
interests have come significant changes of educational 
practices. Some of these changes substantially improved 
our educational system, and only through careful, deliberate, 
and informed decisions can vie continue to improve our system 
of education. However, several recent proposals indicate 
that adequate consideration is not being given to a number 
of features of proprietary schools. Although the proposals 
undoubtedly originated from good intentions, the full con- 
sequences that may flow from implementation of the proposals 
have not been thoroughly evaluated. The concern to protect 
the prospective proprietary school student from making costly 
and possibly ill-informed decisions about schooling is 
illustrative. 

Most probably students do not have very good inform- 
ation regarding educational options, but the fact that 
students do not have as much information as ndght be pre- 
ferred does not necessarily warrant impleme:vcation of 
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sweeping changes which require certain proprietary schools 
to provide employment and earnings data on their graduates, 
as has been recently recommended. A number of intermediate, 
but very important, steps should first be considered. The 
analysis in Chapter V showed that no discernible ' relation- 
ship existed between tuition and quality among, the ol 
cosmetology schools in the Chicago area even though tuition 
ranged from $200 to $1300 for a similar. type and amount of 
-training. In any type of training program,, quality of 
product may vary according to student characteristics because 
the student, in an educational situation, is part of both 
input and product. However, even when communities were 
stratified by socioeconomic characteristics, no discernible 
relationship between tuition and quality of training existed. 
Part of the reason may be that prospective students do not 
have sufficient information to make a wise choice of schools, 
and there is some evidence that cosmetology school owners 
intentionally seek to block the free flow of comparative 
information regarding tuition rates and other features of a 
school's program. 

However, even if the information were available it 
is not at all clear that students would choose any differ- 
ently than they do now. In the training for cosmetology, 
for instance, schools appear to have strong neighborhood 
influences and to serve local markets. Strong demographical 
and' geographical constraints effectively isolate some commun- 
ities. A prospective student may well prefer to attend a 
nearby cosmetology school than one offering better training 
for less money but located elsewhere. 

Furthermore, public information services typically 
serve those who least need them and serve least those who 
most need them. Before we impose a serious burden upon 
proprietary schools or spend large sums of monies (which 
would be necessary to obtain and disseminate the information) 
to provide such a service, we ought to have some inkling of 
how* much practical use will stem from such efforts. 

Even if students did avail themselves of the infom- 
ation^ v;ould it make any difference in what training they 
eventually choose? By itself, the fact that only a small 
percentage of proprietary school graduates receive employment 
in the occupation for vmich they were trained hardly justifies 
drawing the conclusion that students should have more infonii- 
ation. It may well be that an equally small percentage of ' 
students in any type of training actually obtain employment 
in that field. Many students choose to change vocations. 
In a study of changes in vocational choices by community- 
college students, fully half of the sample changed their 
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vocational choices within an iS-month period. Assuming 
that a number of students do not wish to change their 
vocational choice^ v;hat option do they have if the "screen- 
ing" or "pyramiding" is equally great for all occupations? 
Clearly the appropriate perspective is not that the schools 
fail because they provide for only a small percentage of the 
totals but that they are successful in providing greater 
opportunities than any other system. Although many people 
may not obtain the exact job they would like to have^ acquir- 
ing tra'i.ning may be the only chance a number of people have 
for obtaining any employment. 

And finally^ no thought has been given to who would 
be responsible for collecting such data or who would bear 
the costs of collecting the data necessaiy to provide ,pro- 
spective students with the ba.sis I'or an informed choice. 
It is' assumed implicitly that the proprietaiy school '^ill be 
the agent. Yet^ knowing how sensitive the financial struc- 
tures of proprietary schools are^ it is questionable whether 
they could bear these costs. If faced with the choice of 
collecting the data to allow them to make employment claims 
or relinguishing all claims to any vocational relevance^ majiy 
might well choose the latter or (if the rules are too penal- 
istic) simply close down — providing prospective students with 
less rather than more information and fewer training options. 

In shorty the enthusiasm for providing prospective 
students with more complete information has not been 
accompanied by either a consideration of possible alternatives 
or of the costs of information. Certainly little evidence 
of the likely effectiveness of such a policy has been offered. 
A more modest approach recommends itself: first estimate 
the probable cost of obtaining the desired information and 
probable usefulness of it. For example^ a first step might 
be to experiment at the local level. Licensed schools^ such 
as cosmetology^ for v;hich tuition and quality measures are 
readily available might simply be required to disclose such 
information to prospective students. ^ After an appropriate 
length of time^ the relationship between tuition^ quality 
indicators^ knd enrollments could again be examined to see if 
students in fact give any attention to available information. 
It could be that students judge and choose schools on bases 
quite other than either the employment status of graduates 
or such other school attributes as are ncluded in the data 
collected and measured. 
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Certainly any experimentation must involve not Just 
proprietary schools, but all .schools offering similar training. 
As long as one of our goals is to serve the best, interests of 
consumers by improving the flow of information when individuals 
make a decision concerning the purchase of education^ we ought 
to require all institutions providing similar training to 
supply the same statistics* Compelling one institution to 
provide infomation which when presented by itself might 
appear damaging to the school but when presented in contrast 
to other institutions indicates superior performance is mis- 
leading to the student and unfair to the school • The drop- ^ 
out rate in proprietary schools, for example, has been cited 
as a "problem." More to the point, this is a problem for 
all post-compulsory schooling. Surely^ every proprietary 
school would like to lower its drop-out rate, but the quoted 
23 percent completion rate of computer school students or 
the 57 percent completion rate of business school studexits 
can be claimed to be as much a "solution" as a "problem. " ^ 
One must keep iii mind the fact that in some comuhity colleges 
about 20 percent of those beginning data proce£^3ing; courses 
finish and only 23 percent of those in business prd^rains-^ 
(half the proprietary school completion rate). 

From this extended discussion of government concern 
with proprietary schools should come a recognition that in- 
creased visibility 6f prpprietary schools within the educa- 
tional system is not without its hazards. Muc^tional 
planning which touches the proprietary ochb^ls must be done 
with careful evaluation of cpsts, benefits, ad consequences 
to the individual and society. 

Historically, proprietary schools have survived in 
the face of forces over which they have little control, and 
which rarely enter the planning of public institutions, by 
shifting resources to meet changes in market and technological 
conditions and in student interests and by careful internal 
decisions. In recent years these conventional forces "fehat 
govern a proprietary school's operations have been joined by- 
competition from community colleges and by increased interest 
from educators and government, neither of vjhich is necessarily 
harmful to the industry. But we must recognize that, although 
the eventual "settlement" between community colleges and 
proprietary schools is unknown, proprietary schools contribute 
a degree cr flexibility, responsiveness, and diversity not so 
evident in public sci:cols and may provide many services more 
efficiently than other institutions. If we seek to offer 
mearlngful choices in post-secondary education and with con- 
sideration for costs, proprietary schools have the potential 
of being an instrumental component in achieving that efficiency 
arid diversification. 



Computed from enrollment reports by school, 1970 and 
1971, State of Illinois, Board of Vocational and Technical 
Education. 



APPENDIX 1 



PROGRAMS AND COURSES AT TRITON SIMILAR TO 
PROGRAMS AND COURSES OFFERED AT FBS 



accounting 
business management 
data processing 

secretarial with general, legal , medical, pre 
teclmical, or executive option 



duplicating and transcribing machines 
Gregg shorthand I, II 
shorthand^^ refresher 1 3 II 
office machines 

human relations for executives 

bookkeeping I3 II 

bookkeeping for small business 

certified professional secretarial reviev/ I, 

business correspondence 

clerk- typist re-training 

management development 

clerk- typist p program 

key punch I, II 

computer programming I, II 

data processing 



Programs 



Courses: 



beginning typing I, II 
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APPENDIX 2 



DISTRICT SPECIFICATIONS OF THE ILLINOIS 
PUBLIC JUNIOR COLLEGE ACT 

As vje explained earlier* a student has the option of 
attending the community college in his ovm district or of 
attending a community college outside his district but at a 
higher tui?ti6n rate. Hov;ever^ because of specific provisions 
in the Illinois Public Junior College Act we need to dis- 
tinguish between actual districts and "effectlye" districts 
created through the provisions of the Acti The Act states: 

- :(1) anyone qualified to attend a public cormnunity 
college "and residing outside a junior cpllege 
district . . • v/hich does not operate a junior col- 
lege . . . may, . . • attend any recognized public 
junior college . • . which he chooses, and the 
board of education- of that district shall pay his 
tuition'' less the tuition ajnptmt that the college 
is free to charge any student, and 

(2) if "a ^resident of a junipr college district . . . 
which operates a junipr college wishes to attend the 
junior college maintaxned by the district of his 
residence but the program in which the student wishes 
io enroll is not offered by that junior college, the 
student may attend any recognized public junior col- 
lege ±n some dther district • . . and have his tuition, " 
less the- ^ariount of tuition charged any student, "paid 
by the jumTor erj^legis district of his residence/" 

The net effect in. many a^reas is that, from the student's per- 
spective, the finaneaal bari^ier doec. not exist. Only a student 
residing ioi* commjanl^ty college district that offers the 
courses he wants musi; pay the out-of-district tuition in at- 
tending a cpiTimuni'ty college other than the one in his district. 

IXL i9-65 when Triton began classes, the only surround- 
ing distriat.s that Joad public cormaaitjj colleges were districts 
#508 (Cai.c.agp) and #527 (encompassing Cicero, Berwyn, and a few 
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smaller tovms) bordering the east side of Triton's district. 
Districts lying in other directions from Triton had not then 
established their o\m public community colleges, and there- 
fore students v/ere entitled to the "charge back at Triton. 
Purthermore, districts 508 and 527 both offered secretarial 
courses similar to those offered by Triton so that students 
in these districts seeking secretarial courses were not en- 
titled to the "charge back" agreement and would have to pay 
the out-of-district tuition rate themselves to attend Triton^ 

In sum, the students at FBS are either from the 
Chicago-Berwyn- Cicero areas — the areas from which students 
wishing to attend Triton have to pay out-of -district tuitions 
or from areas, in vfhich the student need pay only the in- 
district tuition rate because he is either an ih-district 
resident or an out-of-district resident entitled to the 
"charge back" provision. 
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APPENDIX 3 



STRUCTURAL EQUATION MODIFICATIONS FOR DEMAND FOR TRAINING 

The accuracy of estimating regression coefficients is 
diminished by multicollinearity^ and the correlation matrix 
below, indicates that income (Y) and industrial wages (W;^) are 

highly collinear (^98) as also are length of course (L). and 
tuition ( . 97 ) and and L ( . 9^ ) . Although miilticollinearity 

vdoes not result in biased, estimates it does make it difficult 
to separate the influences of various^ independent variables . 
Sampling variances of estimated cpefficiefits increas^ sharply 
as the degree of multicolliriearity rises. While there are 
.liiethbds of identifying the presence of collinearity^ removing, 
multicollinearity may be difficiilt. Re-specification of 

TABLE 3-1 

CORRELATION MATRIX 





M 


w 




L 


T 


s 


Y 




.39 
















-.66 


-.11 












L 


-.58 


-.15 


.94 










T 


-.56 


-.20 


.89 


.97 








S 


.49 


.15 


-.69 


-.57 


-.39 






Y 


-.61 


-.15 


.98 


.96 


.94 


-.58 




W 

'tva 


.75 


.67 


-.93 


-.87 


-.82 


M 


-.90 
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structural relationships^ such as omitting one of the highly • 

collinear variables^ transforming variables, or collecting ] 

more data are three methods, of eliminating multi collinear ity I 

Transforming or deleting variables are the only options j 
available iii this case because no additional data exist, but deleting 

either Y or X tends to result in autocorrelation of residuals ' - : 

(which introduces large sampling variances and invalidates the ■) 
t and F tests) without yielding significeuitly diffet^ent results 

(see Tables 3-2 and 3-3). . ^ ^ ^ -5 

TABLE 3-2 ^ \ 

REGRESSION OP ENROLLMENT ON WAGES, TUITION, AND 

LENGTH OF TRAINING ! 





Ordinary Least Squares 


2-stage , Least Squares 


Variable 


Estimated 

Coefficient t-statistic. 


Estimated • 
. Coefficient, t-statistic 




69.8. 1.82 


?6i5 0.234 


w, 

A 


-95.8 -1.92 


-102 -1.74 


T 


-0.012 -0.142 


-0.015 -0.175 


■L 


1.01 0.769 


1.07 0.778 


= .50 


i 


.56 


Durbin-VJatson statistic = I.58 


1.46 




TABLE 3-3 




REGRESSION OF ENROLLMENT ON WAGES, 


TUITION, AND INCOME_ 




Ordinary Least Squares 


2-stage Least Squares' 


Variable 


Estimated 

Coefficient t-statistic 


Estimated 

Coefficient tr statistic 




• 70.5 -■5.98 


178 1.05 


\^ 


-203 -2.38 


-185 -1.62 


T 


-0.061 -0.810 


-0.057 -0.588 - 


Y 


1.17 1.71 


1.14 l.:29 


R^ = .64 




.40 


Durbin-Watson statistic = 1.84 


2.05 
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Another possibility is to combine variables (for an 
explanation, of the consequences of re-specifying variables 
see: pp. 110-111 in Chapter V); for instance, the ratio of 

to -W^ can replace the two ^i/^age variables. The ratio (Wrpy/W^) 

is less highly correlated with Y than (-.90 versus -.98) 

and L (-.87 versus .9^) but the estimated regression coeffic- 
ients are less significant than those presented in Tables 
'3-2. and 3-3. Combining W^, and T into a single cost 

irariable (W^» L + T) was also tried, but the results, given 

in Table 3-^^ are nearly meaningless. 

TABLE 3-^ 

REGRESSION OF ENROLI^NT ON WAGES, COST, AND INCOME 



Ordinary Least Squares . Two-„stage Least Square s 
' Estimated Estimated ^ 

Variable. Coefficient . t-statistic Coefficient t-statistic 





6,810 


1.63 


-16,800 


-0.57 


TV 


W -L + T 

A • 


.314 


0.19 


-1.50 


-6.41 


y 


-.196 


-0.57 


.144 


0.20 


c 


-54.8 


-0.69 


342 


0.69 








-.77 
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APPENDIX 5 



EMPIRICAL DERIVATION OP THE DEMAND FOR 
COSMETOLOGY TRAINING VARIABLE 

Data oh\ entrants is available for only ;a few years • 
To lengthen the. time series the number of entrants is proxied 
by the number of cosmetology school graduates' sitting for the 
state licensing examination. Because passing the state 
.examination is required for a practicing licen^se^ .and- because 
we assume that those who graduate will sit for the exajnin-- 
aifroh^ and because examinations are given monthly (less fre- 
quently in earlier years ^but still several times" each year) ^ 
the number :sitting for the examination in a. particiilar year 
should nearly completely reflect the number graduati^ in 
that same year. 

Furthermore^ the M variable is eiq)ressed in year 
t+1 so that 5 while all other variables are given in year t^ 
M approxiihater the number of existing cosmetology students 
in year t. 

Within the series for graduates there is one adjust- 
^irieht that- must be made to correct for an idiosyncracy in the 
data. In August 1966^ the course was lengthened from 1000 
hours to 1500 hours^ an increased duration of training which 
results in higher foregone earnings. The impact of the 
greater training time^^ which reduced the number of graduates 
by (1) reducing the number of matriculants > and (2) decreasini 
the compietion rate through higher attrition^ on the demand 
for cosmetology training is correctly reflected in the number 
of graduatesj, but compietely independent of tiiis decline in 
demand is a one-time sharp drop in the flow of students out 
, of training immediately following the effective date of the 
legislation requiring the longer course and lasting until 
the "slack" in training time is absorbed. This sharp, drop 
in graduates in I967 incorrectly portrays the demand for 
cosmetblogy training. To compensate for the inordinate drop 
in the number of graduates^ the I967 figure was adjusted 
upv/ards^ to represent the expected number of graduates if the 
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"slack" period had not existed^ by applying the pre-1967 
completion rate to those matriculating before August and 
applying the post-1967 completion rate to those matriculat- 
ing after August 1906 and summing the two figures. (Se^ 
Aopendix 6 for the data and computation, of completion rates.) 
The adjusted figure for I967 is 4723 instead of 29^5. Other 
obseryations are unaffected. The time period, over which 
data is available is 1950 through 1972. The complete data 
matrix is given in Appendix 7- 



APPENDIX 6 



COURSE LENGTH, COMPLETION: RATES, ANI) ARC 
ELASTICITY OF DEMAND EOR COSMETOLOGY 
TRAINING 



The course length was to 
hours, for persons enrolling in cosmetology training^ beginning 
oh 1 August 1966 or later. TijMie -^^^ cost of the 56 percent 
increase. ih time invested in training was incbiTporated into 
the foregone time and earnings variables,, we have, d^ta on 
thk number -of matricuIahtsT and: graduates before and ^after the 
legislated increase Which allow lis to; see t6; what extent the 
longer course is <associa;ted w^^^ a lower completion ;rate f or 
those 'beginning training and to e th| arc elastici^ 

of demand for training. Talcing the ratio of graduates in 
one year t6 the number of matriculants in the preceding^year 
as: an a.ppiroximatl6n for the completion ;ratip (Table 6-1) we 
find' that the average . completion ra^be for those beginning 
in .1963, 1964, and 1965 i> 66.8 perc^ht^^a^ percient for 

those beginning in I967 or lateri Although the r^ 
between course length and completion rate .is prpb^ibly riot 
linear for all values^ if assume that lirieai^ity hold^ 
over the regibh specified, a 3 percent change in length 
leads to a 1 percent change in the completion fate. 

Figure 6-1 clearly shows the abrupt drop in com- 
pletions. The greater course length may be the cause of 
the smaller number of completion^, but the .mechanism through 
yrhich course length affects the num>^er of completion is 
two-fold. First, as just explaihedy the i-<^hgef course in- 
creases the drop-oiit rate. Second, the longer ^cbui•se repre- 
sents a substantial opportunity cost and iriay reduce the 
number of matriculants. The average number of matriculants 
for the three years before I966 was 8623, and 773$- for the 
three years after I966. With this information we can e.stir 
mate the arc elasticity of demand. 

The net cost to the student of the increased course 
length Is the foregone earnings that she could pbtain in 
the best alternative^ Tuition costs may rise sonie but so 
will the earnings that she is able to make while in school* 
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In .cosmetology^ as in many other areas of vocational train- 
ing, earnings coming from school work often approximate 
tuition leaving foregone earnings as an approximate measure 
of the net cost of training to the student. An increase of 
50 percent in training time implies a similar increase in 
net cost. Computing the arc elasticity 

( n = /r( v^i)/( v^i)-^/^(Po-Pi)/'(Po+Pii^) 

from this information gives ly= -.271j indicating an inelastic 
demand for cosmetology training. 



TABLE 6-1 



MATRICULANTS AND APPLICANTS FOR THE STATE EXAMINATION 



Year 
(Jan. -Dec. ) 



Col. (1) 
Matriculants 



Col. (2) 
Applicants 
for State Exam 



Col. (3) " 
Ratio 

(of 

as a percent.) 



1963 
1964 

1965 
1966 

1967 
1968 

1969 
1970 
1971 
1972 



8043 
8398 
9429 
7556 

7436 
8102 
7666 
7032 
7307 
7273 



■5448 
5243 
5431 
6687 

2945 
4108 
4322 

4533 
4310 

3997 



65 
64 
70 



:0 



39. o\ 

55.2 » 
53.3 
59.1 
61.3 
54.7 J 



66 M 



56.7^ 
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APPENDIX 8 



ALTERNATIVE SPECIFICATIONS AND ESTIMATING PROCEDURES 
PGR DEMAND FOR COSMETOLOGY TRAINING 



Two modifications, offering a more extreme specifi- 
cation than that presented in the text, are presented here* 
One is to enter variables in disaggregated form; the other 
is to condense the information into a minimum of variables. 
In 1:he first instance the 2SLS technique is used to explain 
demand in terms of W, FW, FT, U, and Y, oach entered, as a 
separate variable* In the second case. M is regressVd on 
the oratio of returnst to costs (W/FT*FW) , U, and Y^ but a 
2SLS eQuation cannot be legitimately specified in this in- 
stance because the benefit-cost variable contains FT which 
is independent of M. 

The results are given in Tables 8-1 and 8-2. Again, 
the results are as one generally might expect, but it is 
interesting to note that W has no effect on demand. Also 
PW as unexpectedly positive, but could be the result of high 
correlation with other^ variables, a consequence of mis- 
.specifS-cation through imposing the additiv^ restriction on 
the variables, or simply measurement error, in Table 8-2 
the returns/cost variable has the correct coefficient sign, 
t)ut it is not significant. U ±n both equations is positive, 
and y, entered as^ an ability to; pay variable, is positive 
but of little consequence as: it is in Equation 3 in Table 
8-1. For this reason Y was del f^ted from the demand for train- 
ing equation in the text... 
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TABLE- 8-.i 





Variable . 


. Caefficient 


(-1) • 
, t-value 


Coefficient 


(?) 

t-value . . 


< ' ' * 


M 


d.v. 




->18e-3. 


.0.20 




W 




1.23. 


d.Vi 




}\ 


PW 


5,950 


2.59 






1/: 


PT 


-6.32 


-3.06 








tJ 


149 


1.24 


1.P5 


1.75 




Y 


7.83 


0.29 


.420 


M.t 




constant 


•r4,620 


-3.98 


5.20 


0.87 






.85 




.95 






D-W 


1.02 




.76 
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TABLE a-l-T- Continued 



Two-stage Least Squares 


v?) 

Estimated 


t— value 


(4) 

Estimated 
.Coefficient 


t-,value 






-/•23E-3 


^ao - 




0' 01 


d» 




5,250 


0.09 






-6.i5 


-2.48 






220 • 


0.39 


1.31 


1.08 


29.5= 


0.18' 


.479 


4.73 


-4,230 


-1.32 


-8.98 


-rO.53 


.84 




.93 




1.09 




.69 





n 
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TABLE 8-2 



Variable 


Estimated^ Coefficient 


t-Valiie 


W/FT'FW 


17,000 


0.71 


y" 


461 


4.39 


Y 


7.65 


.0.54 


constant 


-5/590 


-1.35 




.71 






.97 
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APPENDIX 9 

ANALYSIS' ^pF THE MEASURES OP QUALITY 

If we proceed>6n the assiMptipris that the SpaMsh and 
black area, schbpls serve on. the .aVerai^^^ 
pressed cpiranUhitie thstn majority area schools j/au^ 
sbcib-ecohpmic ^status results: in more students drppplhg out 
pf traiMng f^ reasons^ (lack pf fiiridsi sfckness;,. 

or fa&Lly prbblems):^ we might, expect the compietibn: rat^ tp 
serve a double functipn> a proxy for ^socio-^cphbrnic/welfare' 
pf the- coinmunit;^> and a measure, of a school's quality The 
data in Table 46 gives evidence in support pf this ppsitibri, 
^3 is signlfic|uitly Ibwe^ in black ^d S^ahish area schoblsl 
thah majqirity lirea schbols^ but. when Q3*is se^a^^ into Ql 
and Q2>. the difference between the Spariish area schools and ^ 
ma-^orlty schools in how- well they .prejpiare their ^ s^ fpr 
the state exaMnatiph Is statistically insignifi^ 
lower) 3. despite a significant diffe rence (s == •Q5) ih cbm- 
pletiori rates of the two 

Keeping in mind these two cbmpohents bf measured 
quality the actual observations of tuition and overall 
qusiiity ,are plotted in* Figure 9--i^ and the simple cprrelation 
coefficients for Spanish^ blacky and majority are^ 
are given in Table 9-l« Aside f rpm the e^tpected 
relationship between Ql and Q3., and Q2\and Q3;, the relation 
between tuition arid Q3 Is the strongest correlation iri both 
the Spanish and black groups^ but the^coefficient is :positive 
for black area schools khd negative for Spdnish^^rea .schobls, 
In« the majority group the relation between tiiitibn and Q3 has 
no particular importance*. We /postulated that tuitipn would 
increase with quality but the only positive correlation pf 
any Strength- between tuitipn and Q3 is in the black area 
schools. The actual bbservatioris (Figure Qrl): do little to 
supplement infpiTnati from Tables 46 ;(bf the tekt) and 

Table 9-1; although in the base of black area, schools the 
impbrtance attached; to the correlatipn between tuitipn and Q3 
is weakened -by several extrem^ outliers ^ In |um;, pur data show 
that the relatipn betweeh pverall quality and tuitipn for all 
schools is inconsequential although substantial differences, 
exist among groups , 



lit is interesting to ribte that the greater statistical 
significance between quality in Spariish area schools and major- 
ity area sbhopls (than between black arid majbrity Sirea schools) 
is due tb greater variation in black area schools than in Span- 
ish area schools. In factj the means fpr Ql arid Q3 are higher 
In Spanish. area schools than in black area schools. 
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jplGURE 9-1. Plot of tuition against overall quaUty ,(Q3). (N= 73), 
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TABLE 9-1 

SIMPLE CORRELATION COEFFICIENTS .FOR AREA SCHOOLS 



Tuition Size ^ 9.2 



Size -6.391 
(.104) 



^ 0.630 -0.029 

(.019) (.W) 

Q2 0.241 -0.038: 0.323 

(.266) (.461) (.199) 

03 6.625 ' -0.056 6.967 0.601 

(.020) (.436) (.001) (.043) 

B. Spanish 

Size rO.247 
(.278) 

Ql -0.527 -0.026 

(.090) (.473) 

Q2 -0.583 0.309 0.588 

(.065) (.209) (.048) 

Q3 -0.709 0.138 0.881 0.885.^ 

(.02?.), (.362) (.001) (.001) 

C. v Ma.iority 

Size 0.340 
(.007) 

Ql 6.147 0.107 

(.152) (.218) 

Q2 -0.043 0.0^7 0.325 

(.384) (.242) (.008) 

03 0.106 0.059 0.962 0.536 

(.230) (.334) (.001) (.001) 
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Another caveat that should "be entered regarding 
"quality" is that the measurements of overall quality may 
reflect differences in school policy and goals. On the 
one hand, ' a school may serve in part as a screening mechan- 
ism, letting graduate only students fully qualified* In a 
situation of this sort we would expect to find a low comple- 
tion rate "but .a high passing rate.. Oh the other hand, a 
school may allow students to graduate regardless of what 
they have learned. If this were the case, the school might 
have a high completion rate and a low passing rate, but the 
evidence we have shows that ^1 and Q2 generally move to- 
gether, as shown in the joint distribution of Ql and Q2, 
plotted in Figure '9-2,. 

The Spanish area schools, are quite uniform in 
quality, especially with regard to. the completion rate.^ 
The worst school ;graduates 30 percent of its matriculants, 
th^ best, 50 percent. The Spanish area schools' variation 
in percentage passing the examination is not substantia ily 
different from the; variation in the other two groups. 
Black area schools show greater dispersion than either of 
the other two groups for "both percentage passing and com- 
pleting, but their observations fall along the same axis 
as the othe? schools.* Overall it appears unlikely that a 
school might advocate a policy that would result in a high 
Ql at the expense of Q2, or vice versa. 

An alternative approach to evaluating quality dif- 
ferences among schools grouped according to ethnic or racial 
communities in which the schools are located is to separate 
the schools first by quality and then to compare character- 
istics of the schools. If we group observations through 
visual inspection (Figure 9-2.) we^ see that the bulk of 
schools are concentrated around the means of Ql and Q2. 
Moving toward either the upper right or lower left corner, 
small clusters of schools appear separate from the rest of 
the schools. One cluster consists of the six schools with 
the lowest Ql and Q2. All of them are located in Chicago, 
although not in any particular section of the city. The 
highest quality schools, the three in the upper right 
comer of Figure 9-2 , are located in suburbs, two in Elgin, 
a town to the far northwest, and one in Evergreen Park, a 
near south-side suburb (see Table 9-2-) v ^^e geographical 
distribution of having the best schools in the suburbs and 
the worst schools in the city again suggests that an important 
input inn determining the quality of a school may be the 
student. 



Failure to recognize the possibly very important 
contxdbution of the student to the "quality" of a school 
could result in the conclusion that quality of cosmetology 
training in public community colleges is much higher than 
in public schools. In 1973 a sample of public vocational 
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Urban- subiirbecn divisions commonly represent well- 
known socio-economic and cultural differences among popula- 
tions. Income ajid years of education^ as measures of SEsV 
shoW: that jpeople living ih suburbs have higher socio- 
econcihic status, than city residents, and the observed 
disparity in quality between the extremes may be attributable 
to differences in economic, educational, or ethnic background 
of students. When the cluster of higK quality schools is 
expanded to include the five schools below and to the left 
of the three highest schools or all schools with a Ql equal 
to or greater than 70, the distinction based on city- 
suburban location disappears, arid in fact the location of 
the highest and lowest quality schools are intermixed* The 
worst schools (in terms of quality), are found in \the south, 
west, and northwest; the best, in the south, southwest, west, 
and northwest. For example, the black southern comihunity 
contains one of the worst and one of the best schools, /as 
does a community of European-extraction to the northwest; 
nevertheless, in spite of large variances in quality among 
schools within all communities,, the educational, economic,* 
and ethnic status of students in the two groups of schools 
is different. 

From Table 9-2 we see the following: 

I*) The very highest quality schools (3) are located in 
communities that have above average income and education, 
and they are located in suburbs with a domlnantly white 
native population. 

2. ) The lovjest quality schools (6) exist in communities 
of below average income and education, and all of them are 
located in Chicago. The ethnicity of the communities sur- 
rounding the schools are heavily black, Spanish, and 
European stock, communities that are marked by a high level 
of ethnic or racial cohesivehess . 

3. ) An expanded cluster of highest quality schools to in- 
clude 5 or 10 additional schools still indicates that students 
come from areas of high income and education, ^ although the 
superiority is reduced. Also the geographical location of 
the schools is no longer limited to the suburbs, and ethnicity 
of the areas surrounding the schools is diversified. 



high schools had a 70. 6 . percent of their cosmetology graduates 
pass the state licensing examination. A sample of community 
colleges had a 95*6 percent pass rate. While the figures 
could reflect a true difference in school quality, it is prob- 
able that the real difference is lessened by differences in 
student input. The location of the schools and the areas 
from which the schools presumably draw their students were 
quite different. The high schools, unlike the community col- 
leges, were all located within the city limits of Chicago. 
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If socio-economic status of the student serves as 
a proxy for an important quality input, and one for which 
the school does not pay, then tuition and quality need 
not be strongly related. - . 



Tuition for either extreme group is nearly 
the same. The average tuition for the three groups of 
highest quality schools is $560, $519, and i599; for the 
lowest quality schools, tuition averages $587— all groups 
approximately within a quarter standard deviation of the 
overall mean (see Table ;39 of text). 

In sum, the success that a school has in getting 
its students to complete training accompanies the success 
of the school *s graduates in passing the licensing examin- 
ation. Also, as In other, types of schooling, "quality" of 
a cosmetology school measured by student oiitput variables 
may depend in large part on the socio-ecOnonlc background 
of the student-*- (which often coincides with ethnic categor- 
ies) 



The implication from Table 9-2 is that rising 
SES increases probability of success in cosmetology 
training. While this appears to be true, it is interest- 
ing to note that commuixLties of very high income are void 
of ' cosmetology schools. Undoubtedly this is the conse- 
quence of different expectations that conyentionally are 
associated with socio-economic status * Within the eight 
suburbs to the north of Chicago with median family income 
greater than $15,000, only one cosmetology school is 
located. 
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APPENDIX 10 

CROSSTABULATIONS OF Q2 WITH TUITION- AND SIZE 



TABp 10-1 
CROSSTABULATION OF Q2 WITH. TUITION 



Quintile 



T UITION 
3 



1 

2 

, . 3 

Passing 4 
5 

Column Total 



Chi square =22.9 with 16 degrees of freedom; 
Significeince = 0.12 - 



TABLE 10-2" 
CROSSTABULATION OP Q2 AND SIZE 



Chi square = 30.7 with 16 degrees of freedom 
Significance = .01 



Row 
Total 



3 


4 


2 


0 


1 


10 


1 


3 


1 


4 


4 


13 


0 


3 


1 


0 


2 


6 


1 


3 


2 


3 


2 


11 




,0 




2 . , 


0 


10 




13 




9 . 


5 


56 





Quintile 


1 


2 


3 


4 


5 


ROW 
Total 




1 




0 


1 


2 


3 


9 




2 


1 


1 


I 


3 


1 


12 


Size 


3 


2 


1 


4 


1 


3 


11 




4 


0 


6 


2 


3 


0 


11 




5 


1 


5 


0 


1 


4 


11 


Column Total 


10 


13 


« 


12 


11 


54 
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